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STATE SOCIETY ACTIVITIES 


Calendar of Events 

October 9—Regular meeting of the 
Board of Directors. 

October 9— 7:30 P. M. — Regular 
meeting of the Society. Location: 
Waldorf-Astoria Hotel, Lexing- 
ton Ave. & 49th Street, New York. 
Subject: To be announced. 

October 16-19—Annual Meeting of 
the American Institute of Ac- 
countants, Hotel Jefferson, St. 
Louis, Mo. 

November 27—Regular meeting of 
the Board of Directors. 

November 27—7 :30 P. M.—Regular 
meeting of the Society. Location: 
Waldorf-Astoria Hotel, Lexing- 
ton Ave. & 49th Street, New York. 
Subject: Federal Taxation. 


Meetings Questionnaires 

In response to the request of the 
Meetings Committee of the Society, 
527 questionnaires have been re- 
ceived by the Committee. These 
replies, now being studied and ana- 
lyzed, will prove of real value to the 
Committee in planning the program 
fer the ensuing year, and the Com- 
mittee extends its thanks to those 
who have shown their cooperation 
by sending in the questionnaires. 


Regional Chapter Conference 

The Eleventh Annual Regional 
Chapter Conference of the Society 
was held September 7-8 at the 
Sagamore Hotel, Bolton Landing on 
Lake George, N. Y. 

Attendance exceeded that of any 
past conference and those who took 
part were unanimous in their opin- 
ion that the program was the best. 
Sessions were held on Wage and 
Salary Stabilization; the Society’s 


Activities in wartime; Termination 
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of War Contracts; Influence of the 
S.E.C. and other Government Regu- 
lations on Present Day Accounting 
Practice and Procedure; the New 
York State Franchise Tax; and Fed- 
eral Taxation. 


State Taxation 

The State Tax Commission re- 
cently sent out information returns 
(form 1 IR-1 and 1 IR-2) to a 
selected number of corporations for 
the purpose of determining just 
what the tax burden would be under 
the new Franchise Tax Law. The 
Commission was required to do this 
under one of the provisions of the 
law and is also required to recom- 
mend possible amendments to the 
tax law in order “more fully to dis- 
tribute such ‘tax burden’ and further 
to encourage manufacturing and the 
transaction of other corporate busi- 
ness in the State.” 

Members of the Society are urged 
to cooperate fully with the Tax 
Commission in preparing these in- 
formation returns and submitting 
them by November 1, 1944. 

William Goros 

Word has just been received by 
the Society that William Goros died 
in action in France on August 28, 
1944, 

Robert H. Rucker 

A member of the Society since 

1903, passed away July 17, 1944. 


John C. Scobie 
A member of the Society since 
May, 1931 passed away July 31, 194. 
The Society has suffered a great 
loss in the passing of these valued 
and esteemed members. 


oo 


Candidates Who Passed the April 1944 
C.P.A. Examinations 


Alden, Otto G. A. 
Apfel, Herbert Marvin 
Arlen, Irving 


Babich, Mary 


Bamberger, Edmund Mork 


Banks, Joseph F 
Bannon, Thomas Donald 
Barsky, Jacob 
Baumrind, Seymour 
Bernstein, Irving Jacob 
Blumenreich, Jack M. 
Boise, Edwin Arthur 
Bressler, David H. 
Brown, Samuel 
Burnham, Russell C. 
Bush, Leon Thomas 


Cohen, Abraham 
Cohen, Wolf B. 
Conway, Thomas A. 
Cordes, John Henry 
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Globerman, Solomon 
Goldstein, Isidore 
Goldstein, Samuel 
Goldstein, Sol Lawrence 
Gordon, Jack Edward 
Greenberg, Leonard 


Half, Robert 
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Henn, William 

Hensley, John O. 
Hertzog, Martin M. 
Hughes, David Thomas 


Jones, Richard W. 


Koppel, Alfred I. 
Korn, Norman M. 
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Laub, Harry 

Levine, Leon 
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Loy, Alexander S. 
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Stabilization of Wages and Salaries 
in War Time 


By GoTTEN 


: an effort to avoid the suffering 
caused by inflation like that of 
the First World War, the Govern- 
ment has placed ceilings on the 
prices of many of the necessities of 
life, established maximum rents in 
certain areas, taxed away excess 
profits, and stabilized wages and 
salaries. The wage and salary sta- 
bilization facet of the anti-inflation 
program is the subject of this article. 

The Act of October 2nd, 1942, en- 
titled “An Act Amending the Emer- 
gency Price Control Act of 1942 to 
Aid in Preventing Inflation, and for 
Other Purposes”, is the direct 
source of the President’s authority 
to stabilize wages and salaries. By 
Presidential Executive Order, power 
to effectuate the purposes of that 
Act was delegated to the Economic 
Stabilization Director. On October 
27, 1942, the Director issued regula- 
tions placing the stabilization of 
wages and salaries under the juris- 
diction of the National War Labor 
Board and of the Commissioner of 
Internal Revenue. 

The jurisdiction of the Board ex- 
tends over all wages and over sal- 
aries not in excess of $5,000 per 
year earned by workers other than 
executive, administrative, and pro- 
fessional employees. Executive, ad- 
ministrative, and professional em- 
ployees who are members of labor 
unions are also subject to the 
Board’s jurisdiction, provided that 
their yearly salaries are $5,000 or 
less. 

All other salaries are subject to 
the jurisdiction of the Commissioner 
of Internal Revenue. The Salary 
Stabilization Unit was established 
within the Bureau of Internal Rev- 
enue to handle stabilization prob- 
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lems within the Commissioner's 
jurisdiction. 

Wages are defined as compensa- 
tion computed on an hourly, daily, 
or piecework basis. Salaries refer 
to compensation computed on a 
weekly, monthly or annual basis. 

An executive employee is an em- 
ployee in charge of an establishment 
or ‘recognized subdivision thereof 
who directs the work of other em- 
ployees and has authority over hir- 
ing, firing and promotions. Unless 
he is in sole charge of an independ- 
ent establishment, he may not de- 
vote more than 20% of his time to 
the type of work performed by em- 
ployees who are not employed in 
an executive, administrative or pro- 
fessional capacity. His compensa- 
tion must be not less than $30.00 
per week. 

An administrative employee per- 
forms duties requiring. the exercise of 
discretion and judgment and regularly 
renders direct, non-manual assistance 
to an executive or administrative em- 
ployee; or performs, under only gen- 
eral supervision, responsible and 
specialized non-manual office or field 
work, directly related to management 
policies or general business operations. 
Administrative employees must earn 
at least $200. per month. 

Professional employees are those 
engaged in predominantly intellect- 
ual work which requires the exercise 
of discretion and judgment and is of 
such a nature that the result accom- 
plished cannot be standardized in re- 
lation to the time consumed. The 
hours of work of the same nature as 
that performed by employees who 
are not executive, administrative or 
professional employees, may not ex- 
ceed 20% of their time, unless such 
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work is a necessary incident to 
work of a professional nature. In 
addition, professional employees 
must have knowledge of an advanced 
type in a field of science or learning 
or must be engaged in work in a rec- 
ognized field of artistic endeavor.’ 
Professional employees must re- 
ceive salaries of not less than $200 
per month. Lawyers and physicians 
are exempted from the salary re- 
quirements. 

Wages and salaries are stabilized, 
but not frozen. Stabilization policy 
is flexible enough to permit non- 
inflationary adjustments. 

Even without Board approval, em- 
ployees subject to its jurisdiction 
may receive certain limited adjust- 
ments in their wages and salaries. 

Salaried employees may be grant- 
ed increases within salary ranges 
established by the employer prior to 
October 27th, 1942, or thereafter ap- 
proved by the Board. Such in- 
creases may be granted as a result 
of promotion, in recognition of in- 
dividual merit, or on an automatic 
length of service basis. 

For example, if an employer previ- 
ous to October 27, 1942, was paying 
assistant bookkeepers salaries rang- 
ing from $24 to $32 per week and full 
charge bookkeepers salaries ranging 
from $33 to $48, he could, without 
Board approval, promote an as- 
sistant bookkeeper earning any- 
thing within her salary range to the 
position of full charge bookkeeper 
and pay her $33 per week (the 
minimum of the range for full charge 
bookkeepers) or 15% more than her 
salary as an assistant bookkeeper, 
whichever is higher. Moreover, if 
her ability and experience warrant 
payment of a still higher rate, the 
employer, witheut Board approval, 
may pay the employee any rate com- 
mensurate with her ability and ex- 
perience within the range for full 
charge bookkeepers. 

Without Board approval, the em- 
ployer may also grant, within the 
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appropriate salary ranges, individual 
merit of automatic length of service 
increases to his assistant and full 
charge bookkeepers. However, un- 
less the employer can prove that he 
had a plan of granting merit or auto- 
matic length of service increases 
within salary ranges in effect before 
October 27th, 1942, or has had a 
different method of increases approved 
thereafter by the Board, or has 
adopted between May 26, 1943 (the 
date of the original General Order 
31) and August 18th, 1943 (the date 
of the first amendment to General 
Order 31) a plan of granting in a 
calendar year to individual employees 
no more than. two merit increases 
within salary ranges not exceeding 
one-third of the difference between 
the minimum and maximum rates 
of the range to no more than fifty 
percent of the employees in the job 
classification or of granting in a 
calendar year to individual employees 
no more than four automatic length 
of service increases within salary 
ranges not exceeding one-fourth of 
the difference between the mini- 
mum and maximum rates of the 
range, the amount of the increases is 
severely limited by the provisions 
of the Board’s General Order 31. The 
plan set forth in this General Order 
limits the total amount that may be 
spent on such increases during any 
twelve-month period (beginning July 
1, 1943) to an average of 5c per 
straight time hour ($2.00 per week) 
for employees covered by the plan 
and subject to Board jurisdiction. 
An individual employee may receive 
within the rate range a maximum 
increase of $4.00 per week (10c per 
straight time hour) or two-thirds of 
the difference between the minimum 
and maximum rates of the range, 
whichever is higher, but the grant- 
ing of such increases may result in 
prematurely draining the reservoir 
of increase money so that none will 
be left for other employees. 

Wage earners, like salaried em- 
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ployees, may receive increases as a 
result of promotion or on a merit 
or automatic length of service basis. 
However, the wage ranges must 
have been in existence previous to 
October 3rd, 1942 (instead of Oc- 
tober 27th, as in the case of salary 
ranges) or thereafter approved by 
the Board. Thus, if a range for 
first class tool and die makers is 
$1.25 to $1.45 per hour and for sec- 
ond class tool and die makers $1.04 
to $1.22 per hour, a second class 
tool and die maker earning $1.05 per 
hour may be promoted to the posi- 
tion of first class tool and die maker 
at a wage of $1.25 per hour or, if his 
ability and experience warrant the 
payment of a still higher rate, the 
employer may pay him, without 
Board approval, any rate commen- 
surate with his ability and experi- 
ence within the range for first’ class 
tool and die makers. 


A second class tool and die maker 
earning $1.05 per hour may receive 
a merit or automatic length of serv- 
ice increase up to $1.17 per hour 
representing a 12¢ increase which is 
two-thirds of 18¢, the difference 
between the minimum and -maxi- 
mum rates of the range of $1.04 to 
$1.22. The increase, of course, is 
permissible only where its pay ment 
does not result in the employer’s 
exceeding his budget for allowable 
increases. 

An official interpretation of Gen- 
eral Order 31 suggests that the em- 
ployer set up a ledger control of 
merit and automatic length of serv- 
ice increases. 

Employers are required to keep 
detailed records of promotional, 
merit and automatic length of serv- 
ice increases for a period of two 
years. 

Increases granted as a result of 
promotion or, with Board approval, 
to correct substandard wages, cost 
of living maladjustments, or in- 
equalities, are not deductible from 
the budget for merit and automatic 
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length of service increases. More- 
over, a National Board release of 
May 2nd, 1944, as amended, per- 
mits certain correctional adjust- 
ments without approval, where 
changes are approved in rate ranges. 
This liberalization of the ten-and- 
five rule allows employers to in- 
crease employees up to the mid- 
point of the range for manufacturing 
occupations and up to the one-third 
point for white collar occupations, 
without deduction from the budget 
or from the allowable amount under 
any other properly established plan, 
provided that the weighted average 
of ratés in the new range does not 
exceed the mid-point or the one- 
third point for manufacturing and 
white collar occupations respectively. 

An amendment of General Order, 
31, dated June 27th, -1944, requires 
new employees to be hired at the 
minimum of the range, except that 
one of every four employees hired 
during the budget year for a job 
classification may be hired at a high- 
er rate within the range commen- 
surate with the employee’s ability 
and experience. In the case of new 
establishments or new departments, 
the employer during the first year 
of operations may hire fifty percent 
of qualified employees in a classifica- 
tion above the minimum, but in sub- 
sequent years no more than 25% 
may be so hired. 


An increase in the total dollar 
earnings of an employee compen- 
sated on a percentage basis, like a 
commission salesman (whose draw- 
ing and commissions do not exceed 
$5,000 per year) or a taxi cab driver 
receiving a flat percentage, does not 
require Board approval if the rate 
and method of compensation are the 
same as before the installation of 
the stabilization program. For ex- 
ample, if a commission salesman re- 
ceived before October 27, a five per 
cent commission on all sales of dia- 
monds made by him in his territory 
and a two and one-half per cent 
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commission on sales made by others 
in his territory (an overriding com- 
mission), this method of compensa- 
tion may be continued altho increases 
in sales may result in an increased 
dollar volume of earnings. Simi- 
larly, a taxi cab driver, paid before 
October 3, 1942, thirty-five percent 
of the first $36 collected in a week 
and fifty per cent on all collections 
over $36 per week, may be compen- 
sated in the same manner even tho 
an increassed volume of business re- 
sults in increased earnings. 

Increases in wage or salary rates 
which do not bring them above forty 
cents per hour may be made without 
Board approval. 

Adjustments in the wage or salary 
rates of female employees to equal- 
ize those rates with the rates paid 
to males for the same quality and 
quantity of work on similar opera- 
tions do not require Board approval. 

Agreements to increase wages or 
salaries entered into before October 
3rd or October 27th, 1942, respec- 
tively, to take effect after those 
dates, do not require Board approval, 
provided that the increased wage 
or salary is applicable to work done 
prior to those dates. In other words, 
if a working foreman compensated 
on a monthly basis of $200 was told 
by his employer on October 1, 1942, 
that the salary paid to him on Oc- 
tober 31, 1942, for the month of 
October and thereafter would be 
$250 per month, the increase does 
not require Board approval. 

If, on the other hand, the increase 
is not applicable to work already 
done, but is to take effect after 
October 3rd or October 27th, 1942, 
the promised increase may not be 
granted without Board approval. 
Thus, a working foreman in a ladies 
handbag factory entered into a 
written contract on October 1, 1942 
providing for an increase in salary 
if a certain level of production is at- 
tained. The employee may not re- 
ceive the agreed increase without 
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Board approval if the stipulated level 
of production is reached, for ex- 
ample, on February 1, 1943. 

An employer may not increase 
piecework rates, without Board ap- 
proval. Granting of such approval 
usually depends on whether the 
anticipated average hourly earnings 
at the increased rate are approvable 
in order to correct interplant  in- 
equities. 

Suppose, however, that a glove 
manufacturer has been compensat- 
ing his closers at a rate of thirty 
cents per dozen pairs of wrist length 
gloves closed. Thereafter, the manu- 
facturer receives an order for the 
manufacture of arm length gloves. 
These require the closers to close a 
length that is ten inches more than 
formerly. It would be manifestly 
unjust to pay the employees the 
same piecework rate as for closing 
ordinary gloves. In such a case, the 
employer, without Board approval 
may install a higher piecework rate 
experimentally: If, atter two weeks 
or a month of experimentation, the 
employer ascertains that the take 
home money at the new piecework 
rate is the same as before the change 
in the length, he may thereafter keep 
the revised piecework rate perma- 
nently for that particular type of 
glove. If he finds that the revised 
rate does not have that effect, he 
may make an immediate, second ad- 
justment, but that adjustment is 
his final allowable one. 

Other types of situations may 
arise permitting the resetting of 
piecework rates in a similar manner 
without Board approval. Thus. 
thread of inferior quality that breaks 
more easily than before the war may 
slow down an operator and justify 
an upward adjustment in the piece- 
work rate. 

In certain situations, an employer, 
without Board approval, may reduce- 
piecework rates. For example, a. 
turret lathe operator has been com-. 
pensated at the rate of $5 per 100) 
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units. Thereafter, the piece is 
shortened or the speed of the ma- 
chine is increased, so that the em- 
ployee’s take home money greatly ex- 
ceeds his productive effort and abil- 
ity. After making due allowance 
for the employee’s increased effort 
occasioned by the reduction in the 
size of the piece and the increased 
speed of the machine, the employer 
may install a reduced piecework rate. 
Although existing piecework rates 
may thus be adjusted in proper cases 
without Board approval, a change 
from an hourly to a_piecework 
method of compensation requires 
Board approval. Where the em- 
ployer demonstrates that the change 
in the method of compensation will 
not result in increased unit labor 
costs, the Board is likely to approve 
the application. To illustrate, if a 
manufacturer has been paying glove 
pointers ninety cents per hour and 
a time study reveals that the aver- 
age employee points five dozen pairs 
per hour, then he is compensating 
these operators at a rate of eighteen 
cents per dozen pairs. If he sub- 
mits an application to the Board for 
permission to change the method of 
compensation from an hourly basis 
to a piecework rate of eighteen 
cents per dozen pairs, the applica- 
tion may be granted because it does 
not call for an increase in unit labor 
costs. If, thereafter, the operators 
increase the dozens produced per 
hour to six, while it is true that they 
will then take home $1.08 per hour 
instead of their former hourly rate 
of ninety cents, the employer’s unit 
labor cost for this operator will still 
remain at eighteen cents per dozen 
pairs of gloves. An incentive plan 
of this type tends to increase pro- 
duction without increasing unit 
labor costs and therefore accords 
with Board policy. 
“ If an employer finds it necessary 
to create a job classification that 
did not theretofore exist in his plant, 
he may establish a range for that 
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classification without Board ap- 
proval, provided that the range is in 
internal balance with his existing 
rate structure and comparable to 
the ranges for similar classifications 
in the area. Nevertheless, as it is 
often difficult for the employer to be 
certain that the range he proposes 
meets these qualifications, his safest 
procedure is to apply to the Board 
for approval. In a proper case, the 
Wage and Hour and Public Con- 
tracts Divisions (the Wage Stabili- 
zation unit of which is a Board 
agency) may approve the applica- 
tion in a short time, without refer- 
ring it to the Board itself. Suppose, 
for example, that a master mechanic 
has been responsible for the repair 
of four circular knitting machines. 
The employer procures a war con- 
tract that requires him to double 
the number of these machines in 
order to meet his commitments. It 
becomes impossible for a_ single 
master mechanic promptly to repair 
twice the number of machines as 
formerly. The employer therefore 
decides to promote one of his pres- 
ent employees or to hire a new em- 
ployee to do the work of an as- 
sistant mechanic, involving the mak- 
ing of minor repairs and helping the 
master mechanic. The employer has 
never had an assistant mechanic be- 
fore. His competitors will not gen- 
erally tell him what they pay their 
assistant mechanics. Rather than 
risk installation of improper ranges, 
he should, except in a clear case, 
present his problem to the, Board 
and pay for the new job classifica- 
tion the approved rate. 

Since May 26, 1943, the rule per- 
mitting an employer to establish 
new job ‘classifications without 
Board approval has been inapplic- 
able to new establishments and to 
new departments within existing 
establishments. Since that date, the 
Board has required the employer to 
procure its approval of any rates for 
job classifications for new establish- 
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ments or for new departments in 
existing establishments, subject to 
its jurisdiction. 

Where the installation of revised 
ranges is necessary to correct inter- 
plant inequities, application should 
be made to the Board for approval. 
The Second Regional Board (serv- 
ing New York State and the north- 
ern counties of New Jersey) and 
other Regional Boards have an- 
nounced, after careful study, ranges 
of sound and tested rates for many 
job classifications including those in 
the white collar occupations and in 
the metal trades industries. With 
Board approval, an employer may 
establish such ranges in his estab- 


lishment and grant increases within 


them, pursuant to General Order 31. 
In special situations, as where the 
company is a high rate company, 
even higher ranges may be approved 
so as to correct intraplant inequities. 

The Second Regional Board will 
generally grant applications to in- 
crease rates of compensation of less 
than 50¢ per hour up to that rate. 
The Board calls this an adjustment 
for substandards. 

So as to correct cost of living mal- 
adjustments, the Board will usually 
approve general increases up to 15% 
above the wage rates paid by an 
establishment on January 1, 1941, 
unless, of course, the employees 
have already averaged increases of 
15% or more. If the average 
straight-time hourly wage on Janu- 
ary 1, 1941, was, for example, $.80, 
increases of $.12 per hour (15% of 
$.80) may be approved for each 
worker presently employed. This is 
known as the Little Steel Formula 
and refers to the National Board’s 
decision in a case involving four 
little steel companies. In that case, 
it established a wage stabilization 
formula to compensate wage earners 
for the increase in the cost of living 
between January 1, 1941 and May, 
1942, during which period the cost 
of living increased about 15%. The 
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purpose of the decision was to main- 
tain the purchasing power of wages 
as of January, 1941, and to place a 
“terminal” on the race between 
wages and prices. 

The stabilization program places 
limits on reductions in earnings as 
well as on increases. Accordingly, 
no decrease in the rate paid for any 
particular work may be made by an 
employer below the highest rate 
paid for such work between January 
Ist and September 15th, 1942, with- 
out prior approval of the Board. 
Besides, since June 27th, 1944, it has 
been specifically provided that the 
hiring of new employees at a rate 
below the rate or below the mini- 
mum of the range in effect in the 
establishment for the job classifica- 
tion constitutes a decrease requiring 
Board approval. 

With respect to employees sub- 
ject to the jurisdiction of Commis- 
sioner of Internal Revenue, stabili- 
zation problems are handled by the 
Salary Stabilization Unit. The 
regulations of the Commissioner 
of Internal Revenue, without ap- 
proval, permit adjustments as a 
result of promotion, on a length of 
service basis, or in recognition of 
individual merit. The primary 
limitations on such increases are 
that they must be reasonable in 
amount, within ranges and pursuant 
to a salary plan in existence on 
October 3, 1942, or thereafter ap- 
proved by the Commissioner. While 
the strict limitations of General 
Order 31 are, of course, inapplicable 
to employees subject to Treasury 
Department jurisdiction, merit and 
length of service increases must 
nevertheless not exceed in frequency 
or in maximum amount, the fre- 
quency or maximum amount given 
during normal periods prior to 
October 3, 1942. Furthermore, the 
annual percentage of increase for 
any year in the average salary of 
any range should not exceed the 
average annual percentage of in- 
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crease in such average salary during 
the period from January 1, 1938 to 
October 3, 1942. As the burden of 
proof of the existence of a salary 
plan is on the employer, it is ad- 
visable to reduce the policy to writ- 
ing and to submit it to the Commis- 
sioner for approval. 

If the employer desires to estab- 
lish a new salary policy, approval of 
the Commissioner should be sought. 
However, proposed salary ranges 
will not generally be approved 
where there are fewer than ten em- 
ployees in a particular range. In- 
creases as a result of promotion may 
not bring the employee’s salary 
above the minimum of the range for 
the position to which he is promoted 
or 15% above his salary at the time 
of promotion, whichever is greater. 
Merit and length of service in- 
creases within a _ twelve-month 
period may not exceed 15% of the 
employee’s salary. To be approv- 
able, new salary rate schedules must 
ordinarily provide that the average 
salary of all employees within a 
range will at no time be more than 
3% above either the mid-point of the 
range or the average salary paid for 
the position on October 3, 1942. 

The Commissioner’s regulations 
concerning percentage-type payments, 
over which he has jurisdiction when 
the employee earns in excess of $5,000 
a year, are similar to the Board’s. 
Employers may pay, without ap- 
proval, any percentage-type com- 
pensation, so long as there has been 
no change in the percentage, method 
of computation, or the employee's 
base salary (if any), since the be- 
ginning of the salary stabilization 
program, even though the total dol- 
lar amount of earnings may be greater. 
Percentage type compensation in- 
cludes commissions and over-riding 
commissions and payments based on 
a percentage of sales, profits, vol- 
ume, new business, or other factors. 

In the case of new establishments 
and new job classifications, the Com- 
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missioner’s regulations permit the 
establishment of salary rates with- 
out approval of the Salary Stabili- 
zation Unit when the rates paid 
are not in excess of the minimum 
rate paid in the local area on Sep- 
tember 15, 1942. As the burden of 
proof that the compensation paid 
is not in contravention of the regu- 
lations is on the employer, it is wise 
to make application to the Treasury 
Department for approval of such 
rates. 

A contract entered into between 
the employer and employee prior 
to October 3, 1942 (or prior to Oc- 
tober 27, 1942, in the case of salaries 
of $5,000 or less) requiring an in- 
crease in compensation after that 


date should be submitted for ap- ‘ 


proval. In other words, even though 
a formal written contract was made 
before October 3, 1942, providing 
for an increase in the salary of the 
manager.of a business from $7,500. 
to $10,000. per annum on March 1, 
1943, the contract must be submitted 
to the Salary Stabilization Unit for 
approval before the increase is paid. 

Among the factors that are con- 
sidered in deciding an application to 
the Salary Stabilization Unit are the 
employee’s accustomed earnings, the 
relationship between that employee's 
earnings and those of other em- 
ployees in the establishment, and the 
rates paid by comparable establish- 
ments for similar work. For ex- 
ample, if a Foreman-Instructor in a 
watch repair establishment is earning 
$110. per week, the top salary rate 
in the establishment for that posi- 
tion, and it is desired to increase his 
salary to $130. per week, an approv- 
able application may show that the 
employee’s hours of work have so 
increased that he is unable to make 
additional income by doing work for 
his own customers, as formerly; that 
watchmakers in the establishment 
under his supervision earning $70. 
per week receive with over-time pay 
over $100. per week; and that the rate 
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for the position at comparable 
establishments is $130. per week. 

The Commissioner’s regulations 
prohibit, without approval, in excess 
of $5,000 per annum to rates below 
$5,000 and in salaries decreases in 
salaries of less than $5,000. per an- 
num for any particular work below 
the highest salary paid in the local 
area for that work between January 
1 and September 15, 1942. 

Whether the matter comes under 
the jurisdiction of the Board of the 
Treasury Department, the payment 
of unauthorized rates may result in 
severe penalties. 

The entire amount of the unau- 
thorized wage or salary, not merely 
the amount represented by the un- 
authorized increase, may not be al- 
lowed as a deduction under the 
income tax laws. Moreover, the en- 
tire payment may be disallowed for 
the purpose of determining the em- 
ployer’s cost or expense under other 
laws or regulations, including any 
maximum price regulations, and 
such payment may be disallowed for 
determining the cost or expense 
under any contract made with the 
Government. Besides, the employer 
and, at least theoretically, the em- 
ployee may both be subjected for 
wilful violation to one year’s im- 
prisonment and a fine of $1,000 or 
both. 

The Enforcement Division of the 
War Labor Board has been con- 
siderably enlarged for the purpose 
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of punishing violators. Information 
concerning violations reaches the 
Enforcement Division from many 
sources, including complaints of em- 
ployers whose help have _ been 
pirated by competitors paying un- 
authorizedly high wages, the reports 
of inspectors of the Wage and Hour 
and public Contracts Divisions who 
have examined the payroll records 
of the employer and spoken to the 
employees, union complaints that an 
employer has unlawfully decreased 
wages, and referrals of employers to 
the Enforcement Division by Board 
analysts who discover violations 
when ruling on applications for 
wage increases. Also, corporate and 
partnership income tax returns re- 
quire a statement of justification for 
increases and copies of letters of 
approval of the appropriate Govern- 
ment agencies of increases that re- 
quire such approval, so that the 
Treasury Department has its task 
of discovering violators simplified. 
Fortunately, the Board and the 
Salary Stabilization Unit, with the 
voluntary cooperation of enlightened 
labor and management, are succeed- 
ing remarkably well in holding the 
line on wages and salaries. If not 
for their success, there might well be 
a collapse of the entire anti-inflation 
program and a repetition of the in- 
flationary experience of the First 
World War, characterized by a dis- 
astrous race between prices and 
wages, with wages the loser. 
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Concerning the Controversies Under 


the Section 722 Regulations 
By J. K. Lasser, C.P.A.* 


HIS is intended to be a simple 

statement of the conflicts between 
the interpretation of Section 722 set 
up by the Regulations and that raised 
by tax men outside of the Bureau. The 
latter is a summary of reports to me, 
lectures or articles by distinguished 
tax counsel, or our own findings in 
labor with the problem. Some of the 
debate concerns the meaning given 
parts of the law by officials of the 
Treasury. In that, naturally, there is 
an assumption by the author that the 
views of the Bureau students are cor- 
rectly reported. The points set out 
have not been verified with them, but 
have been adopted from reports of con- 
versations, held with what some have 
believed to be ranking officials. No 
part of the informal material represents 
any statements made to me. 

I submit all of this study as part of 
a scientific probe into the difficulties 
that lie ahead of the Bureau and our- 
selves before we can have a firm 
determination of the quantity of. relief 
permitted by the law. But I do it with 
this reservation—while I subscribe to 
a good deal of the dissention from 
Bureau statements, I assume no re- 
sponsibility for the correctness of the 
position taken in a great many other 
points. There I can earnestly argue 
that I either do not know the answer, 
or that I think the position taken is 
unwarranted. 

With that limitation, I have sought 
to put down all of the conflicting views 
that I can find. I have not attempted 
to be a judge of what is right or wrong. 

Obviously the list is most incomplete. 
History over the next ten or more years 
of litigation will furnish the full agenda. 
Or possibly it can be extended by addi- 


tional contributions from all of us who 
watch the passing scene. 

I think it tremendously important to 
get the record of this conflict at an 
early date for these reasons: 


(1) We recognize that no one 
one today can really foresee the re- 
sults that courts will secure in their 
review of controversies. 

(2) We appreciate that a record 
of this character will stimulate the 
addition of controversies that are 
arising between the regulations, the 
skilled Treasury experts administer- 
ing the section, and the thinking tax 
men attempting to present claims 
under it. 


(3). The compiling of a complete 
record of the controversies is essen- 
tial so that complete claims can be 
made by all of us. Our problem 
actually is to create a forum through 
which a continuing list of the con- 
troversies can be recorded. Thus 
petitioners would know the problems 
raised by others. From that they 
could consider the adaptation of 
similar claims to their facts. Through 
it, their own claims would be per- 
fected, and they would be protected 
against the statute of limitations. 
The experience of tax men generally 
is that the relief sections can be equit- 
ably administered between compar- 
able companies only if all segments 
have the opportunity to make com- 
parable claims. Hf company A is 
fortunate enough to know all the 
possible claims, and company B only 
part of them, then B will be poorly 
handled if it permits the statute of 
limitations to expire before it per- 
fects its claim. 


* This paper was presented at a meeting of The Working Conference on Section 
722 of The National Industrial Conference Board. 
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Concerning the Controversies Under the Section 722 Regulations 


The method of listing the controver- 

sies has been to divide the subject into: 

Controversies involving the gen- 
eral rules in the regulations 


Controversies involving Section 
722 (b) (1) 

Controversies involving Section 
722 (b) (2) 

Controversies involving Section 
722 (b) (3) (A) 

Controversies involving Section 
722 (b) (3) (B) 

Controversies involving Section 


722 (b) (4) 


Other parts of the law and regula- 
tions have not had sufficient comment 
yet to warrant reporting the ramblings 
of students. Perhaps we can get to 
them at a later date. 

I trust that I may be forgiven for 
repeating an insistence that this exhi- 
bition of gymnastics is by no means 
a well reasoned commentary on the 
regulations. I still feel that we need 
the aid of the Tax Court to tell us what 
part.of the arguments are exaggera- 
tion ef Congressional intent. On the 
other hand, the ventilation and study 
of both the serious and the garbled, can 
be the only means of making sure we 
have intelligently reviewed the whole 
problem, 


General Rules 


The regulations require that taxpayer 
establish that actual profits, for other 
than reconstructed years, are not ab- 
normally large, whether because of 
abnormally large gross income or as a 
result of abnormally low deductions, 
provided they are unusual and pecul- 
iar to the taxpayer. 

Controversy: Some say this rule is 
extremely unfair in certain types of 
cases. If T had a fire in 1936 why 
should he give up the profit advantage 
from a secret process developed in 1939 
that abnormally cut his costs in 1939? 
The abnormality to be flattened out 
should be related to the physical or 
economic interruption or depression of 
the years reconstructed—otherwise the 
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taxpayer is penalized for claiming 
relief. 
* OK OK Ok 

Can the 75% rule of Section 713(e) 
and the growth formula of Section 
713(f) be applied together? Also, is 
it essential that the Treasury give full 
effect to the elimination of abnormal 
deductions provided for in Section 711? 
As to all of these, the Regulations indi- 
cate that they may be applied in a 
“proper case”. 

Controversy: Some say that all of 
these are parts of the statutory formula 
and the taxpayer is entitled to them 
under any conditions. 

OK 

Industry is defined as a group of 
enterprises engaged in producing or 
marketing the same or similar products 
or services under analogous conditions. 

Controversy: Some say the defini- 
tion is too narrow; it should include 
satellite industries, with a “different” 
product or service, but which are tied 
to the main industry. Example: Glue 
factory (tied to furniture industry). 
The Regulations require that ‘‘factors 
such as geographical location . . . must 
be considered”. Some ask why “must” ? 
Or should these factors only be con-. 
sidered where they have cogent rele- 
vancy. Sceme suggest that similar sized 
corporations be considered rather than 
group averages of all sizes. This might 
change, often for the better, the concept 
of “industry” because the size often 
influences the competitive place within 
the industry. 

* OK KOK 

The Regulations (Section 29.26-4) 
provide that an adjustment under Sec- 
ticn 722 requires that the income and 
surtax be recomputed by giving a credit 
for adjusted excess profits tax net 
income computed by using the Section 
722 credit. 

Controversy: That is not provided 
in the law, urge some. They hold the 
income tax to be the same before and 
after the approval of a Section 722 
claim. The argument runs this way: 
Section 26(2) provides for a credit 
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against normal tax net income of the 
income subject to the excess profits 
tax ; that is the Section 710(b) adjusted 
excess profits tax net income, before 
the Section 722 adjustment ; that is true 
in every case except those instances 
specifically mentioned in Section 
26(e). If Congress had intended other- 
wise, it would have listed Section 722 
adjustments along with the others it 
mentioned in Section 26(e)-viz: 
adjustments under Sections 721, 726, 
731, 736(b). 
* KOK 

The Regulations provide that the 
constructive base period income of 
companies using the installment sales 
provisions should be computed under 
the methods followed in computing in- 
come tax (installment sales method) 
for base period years. 

Controversy: The installment sales 
companies under Section 736(a) may 
use the accrual basis for excess profits 
tax purposes. Some argue that the 
Bureau should permit the same basis 
to be used in reconstructing the credit 
for Section 722, Otherwise the taxable 
income and the credit will not be on a 
comparable base. 

* OK 

The regulations now permit an ac- 
quiring corporation the benefits of Sec- 
tion 722, if the right to the relief is 
established by treatment of the com- 
ponent corporation as a part of its busi- 
ness. However, the regulations go on 
to deny relief to an acquiring corpora- 
tion, that was entitled thereto before 
the merger, where the merging of the 
component’s business with that of the 
acquiring corporation renders the tax, 
without 722, fair and non-discrimina- 
tory. 

Controversy: Some say the limita- 
tion has exceeded the intent of the 
statute, for it is arbitrary and inflexible. 
There should be automatic elimination 
of a component’s experience only where 
possible duplication exists. The door 
should not be closed altogether. E-x- 
amples— 

(1) The acquiring corporation is a 
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department store that had a fire during 
the base period. The component which 
is merged with the acquiring corpora- 
tion, is the only competing department 
store in the same city. It had bene- 
fited, during the base period, when its 
competitor had the fire. Now, when 
they merge, the acquiring corporation’s 
722 relief as computed before the 
merger, should not be granted to the 
extent that there would be duplication 
of profits in the base period. 

(2) The acquiring corporation is a 
shoe manufacturer. It acquires the 
component, a leather manufacturer, 
and merges with it. The acquiring 
corporation had a fire during the base 
year. The acquiring corporation had 
a valid 722 claim before the merger. 
Why should it be denied after the 
merger just because the leather manu- 
facturer had a good base period? As 
a matter of fact the leather manufac- 
turer would have had a still better base 
period if one of its customers—the ac- 
quiring corporation—had not had a fire 
during the base period. Certainly there 
is no duplication of profits in such a 
case. 

Ok 


722(b)(1) Interruption or Diminu- 
tion of Normal Production 
or Operation 


The last paragraph of (a) reads “in 
the year 1938 the demand for this 
product manufactured by the industry 
of which taxpayer is a member was 
20% below the demand for such prod- 
uct for the average of other years in the 
base period. The taxpayer’s normal 
production and normal earnings for 
1938 should be reconstructed upon the 
basis of the actual demand in that year, 
rather than upon the basis of the de- 
mand for the remaining years in the 
base period”. 

Controversy: Some state that this 
is fallacious. The demand schedule of 
individual producers is not necessarily 
parallel to that of the entire industry. 
Within the group some producers (high 
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Concerning the Controversies Under the Section 722 Regulations 


cost producers) are losing ground while 
some (low cost producers) are moving 
up. The low cost producers may show 
increased sales even though total de- 
mand, for the industry as a whole, was 
20% lower. Reference must be had 
to the experience of the taxpayer, in- 
cluding the remaining years of the base 
period, as well as to the industry to 
make a proper reconstruction. 


Section 722(b) (1) relief is granted, 
by the regulations, in cases where such 
event is unusual and peculiar in the ex- 
perience of the taxpayer. It will be 
observed that “unusual” and peculiar 
events contemplated by section 722(b) 
(1) consist primarily of physical rather 
than economic events or circumstances. 

Controversy: “But such events, 
say the Regulations would not include 
economic maladjustments such as high 
prices of material, labor, capital, or any 
other agent of production... .” This 
seemingly innocent limitation is said to 
deprive the taxpayer of some of the re- 
lief to which it is justly entitled. For 
example: suppose the explosion that 
destroyed the physical equipment made 
it necessary to use inferior equipment 
that for a time raised costs of both 
material and labor. Would such in- 
creased costs be considered as proper 
components for a relief claim or would 
they be considered as ‘‘economic mal- 
adjustments”. If interruptions of pro- 
duction caused by a strike is a proper 
subject for relief why shouldn’t extra 
wages given, to prevent a Strike, be 
similarly a proper subject for relief? If 
the interruption caused by a strike is 
a proper subject for relief why shouldn't 
extra wages, etc. given to end a strike 
be a similar subject for relief ? 

Some suggest that in addition to the 
loss of production during the shut down 
period, there should be considered in- 
creased labor cost immediately prior to 
and after the strike, due to unrest, slow 
down, organizing activities, and loss of 
time, due to workers buzzing around 
and talking. 


* K 
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The regulations provide that the in- 
terruption or diminution must be “a 
direct result of events unusual or 
peculiar”’. 

Controversy: Some argue that this 
goes far beyond the intent of the law. 
They insist that indirect influence upon 
production output or operation, if 
proven, is an adequate basis for a claim. 
A strike would be a direct cause of 
diminished producticn. But indirect 
results may be loss of customers two 
years after the event itself. The use 
of the word “direct”, it is feared, will 


cause conflicts with revenue agents. 
* * KK * 


722 (b) (2) Base Period Depression 
Because of Temporary Eco- 
nomic Circumstances 


The Regulations deny relief to a 
“chronically” depressed business. 

Controversy: Some claim the bar 
to the chronically depressed is beyond 
the intent of the law. Suppose, they 
point out, in the example given in Regu- 
lations, the traction company hangs on 
because reliable trends show that after 
the lapse of ten years a saturation point 
will be reached preventing more auto- 
mobiles from using the available bridges 
and tunnels in the community. Sup- 
pose, further, that population is rapidly 
increasing. The “chronically-ill” busi- 
ness will spring to life again because 
the demand for transportation services 
by the traction company will increase 
more rapidly than automobiles. The 
“chronically-ill” period may be but a 
new “waiting period” for a new cycle 
of growth. The history of industry— 
especially mining, utilities, and trans- 
portation—is rep'ete with revivals of 
resuscitated businesses that seemed 
“chronically-ill”’, 

KOK 


722(b)(3)(A) Depression Because 
of Variant Business 
Cycles 
The Regulations require material 
difference in length and amplitude 
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from general business cycle (35.722- 
3(c)). 


Controversy: Here, some ask, isn’t 


a difference in length or amplitude - 


enough? There need not be a differ- 
ence in length and amplitude. Later 
parts of Regulations apparently differ 
in later sentences from above. “It is 
not necessary that the length of the tax- 
payer’s profit cycle be longer or shorter 
than four years...” This seems to 
destroy the need for variant “length”. 
Regulations also say “‘nor is it necessary 
that the crests and troughs of such 
profits cycles vary from the level of 
high and low profits of the general busi- 
ness cycle”. This seems to deny the 
requirement for a variant “amplitude”. 
Why require, then, a material differ- 
ence in length and amplitude? Why 
the puzzling contradictory statements 
in the Regulations? 
* OK OK OK 

Regulations also require that variant 
business cycle must have prevailed 
throughout the past history of the in- 
dustry and not be peculiar to the base 
period alone. 

Controversy: Some say this is an 
unreasonable requirement in some 
cases. In some industries a business 
of a non-cyclical nature is suddenly 
transformed into a “cycle” business. 


Departing from the Regulations, 


understood will be Bureau practice 


Example: A power plant serving a 
stable rural population in North Caro- 
lina suddenly finds itself serving a 
highly industrialized clientele that had 
been transplanted to North Carolina 
in the middle 1920’s. Its cyclical char- 
acter begins then—though it had not 
prevailed throughout its history. 
KOK OK OK 


The Regulations indicate a method 
of computing a constructive average 
base period net income by “reference 
to one or more prior periods in the ex- 
perience ef the taxpayer” or its indus- 
try representing normal profits. 

Controversy: Some say the use of 
prior periods is not a fair criterion for 
normality—The very nature of cyclical 


-industries—rhythmic fluctuations with 


similar patterns—defies a selection of a 
normal period. {he pattern cannot be 
graphed. How about changing effici- 
ency of capital? How about industries 
where capital is a relatively incon- 
sequential factor in producing prof- 
its? How about different economic 
environment in each period? How 
can an average of earnings of a time 
that will never be seen again in a 
similar economic setting be desig- 
nated as 
eee 


and directing attention to what is 
in handling Section 722(b)(3)(A) 


cases, we get these points of difficulty: 


Proposed” Treasury Practice 


1. The Treasury considers the “profits 
cycle” and the “business cycle” 
as identical. However it limits 
comparisons of the claimant’s 
cycle and the general business 
cycle to comparisons of a return 
on net worth. 


2. Treasury will construct ratios of 
income to capital from present 
back through the 1920’s. With 


this they will determine normal. 
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Points Raised by Various 
Commentators 


1. Why not make the data available 
so that Treasury approved ratios 
can be used in the claims? Since 
relief claims will be deferred for 
years, it will give scant satisfac- 
tion to learn several years too late 
that statistics do not confirm the 
constructions made. 

2. But data is peculiarly within 
possession of Treasury. If tax- 
payers seek to get it now—a task 
not always possible—Treasury 
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Concerning the Controversies Under the Section 722 Regulations 


“Proposed” Treasury Practice 


Treasury considers burden is on 
the taxpayer to supply cyclical 
data for each industry. 


The Treasury has not given a 
general rule as to whether or not 
the data of the customers’ indus- 
try can be used in cases where 
the claimant has no available data 
for his own industry. Treasury 
implies answer will be “yes” or 
“no” depending on _ particular 
cases. 

Treasury apparently believes that 
plotting on a chart of ratio of re- 
turn will demonstrate any variant 
cycle. 


Treasury now apparently re- 
quires data for two or more cycles 
in each case. They doubt that a 
good cycle case can be made for 
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Points Raised by Various 
Commentators 


will naturally treat it as a sort of 
self-serving declaration. Treas- 
ury is silent on what “capital” is 
to be used. Equity capital? Any 
borrowed capital? What income 
or profits? Shall it be from opera- 
tions only? Or include other in- 
come? Isn’t capital a poor yard- 
stick in many cases (particularly 
companies that made severe write- 
offs in the early 30’s)? How 
about brains, management, risk- 
taking? How about corporations 
where personal service rather 
than capital produce income? 
They may be cyclical too. For 
example, many an engineering 
firm. 

The lack of a general rule, couple 
with delay in arriving at a deci- 
sion, handicaps the claimant and 
forces him to gather statistics 
that are costly to obtain and may 
be “loves labour lost.” 


4. Other data, such as physical in- 


5. 


6. 


come, dollar volume of sales, etc. 
seem very important but Treas- 
ury economists indicate they will 
be considered only when profit- 
capital ratios are unavailable. 


Shall the cyclical character of the 
business be denied because the 
ratio of profits to capital is main- 
tained? It is the profits that 
would have been earned, in a nor- 
mal cycle, that should be recon- 
structed. Besides, shall all the 
write-offs and write-downs dur- 
ing the depression period be re- 
stored? After all it is the “physi- 
cal” capital rather than historical 
book-capital that is the criterion 
for measuring profits. 

Many industries get going in de- 
pressed years, when costs are 
low, to gain momentum for fu- 
ture years. Why should a corpo- 
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“Proposed” Treasury Practice 


a new corporation in an old in- 
dustry. They believe that the 
new business, in joining a cycli- 
cally depressed industry, had dis- 
counted this condition. 


Treasury considers “normal” earn- 
ings to be average earnings over 
a period of years long enough to 
include two or three cycles? 


Treasury discourages the mode 
of reconstruction beginning with 
sales and then reconstructing 
operating costs and expenses to 
arrive at constructive net income. 
They claim statistical method of 
reconstructing average annual 
normal income is simpler and 
more desirable. 


Points Raised by Various 
Commentators 


ration, embarking under such 
conditions, be denied relief just 
because its industry's cycle was 
depressed during base years. 

Also, why should relief be de- 

nied because two or more cycles 
haven't been experienced by the 
industry ? 
Treasury disregards secular trend 
which may be extremely impor- 
tant in new industries where “ac- 
ceptance” takes time. 

Some cycles are very long, and 
an average of historical earnings 
in a rather ancient economic en- 
vironment, can hardly be con- 
sidered “normal”. 
Reconstructions beginning with 
sales volume are more realistic 
and valid. Business men learned 
more about cycles as years rolled 
on, budgeted for it, and learned 
to quickly adapt costs and pro- 
grams to cyclical changes in 
volume. 

The relationships between costs 
and sales in later cycles are close, 
and sales and costs tend to move 
together. In earlier periods, be- 
fore knowledge and industrial in- 
formation made possible speed in 
adaptation, sales would go up 
considerably before costs would 
catch up; and vice versa. 


The statistical approach, though 
simpler, is less reliable. 

Where it is necessary to con- 
struct income for a different busi- 
ness because of a change in 
character, data for statistical com- 
putation of competitive earnings 
is usually jealously guarded. It 
is available to the Treasury but 
not the taxpayer whereas statis- 
tics on volume of production and 
market may be published per- 
mitting computation of recon- 
structed sales volume and even 
more important the accounting 
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Concerning the Controversies Under the Section 722 Regulations 


“Proposed” Treasury Practice 


9. Treasury apparently will confine 
its comparison to a period begin- 
ning with the 20’s and including 
the base period. 


722(b) (3) (B)—Base Period Depres- 
sion Because of Sporadicity 


Note that the Regulations distin- 
guish “sporadicity” from “cycles” by 
the fact that no segregation of a 
cyclical pattern can be made. 

Controversy: Some say the differ- 
entiation is not as clear-cut in reality 
as the regulations imply. In real life 
both types tend to merge. Rarely 
is there a cyclical pattern that re- 
peats itself without many irregulari- 
ties. These irregularities tend to 
become more dominant than the 
regularities so that after a while you 
cannot discern whether a cyclical 
pattern is present or not. Besides, 
the pattern of a business cycle 
shapes up differently depending 
upon what statistical approach is 
used. 

x eK 

A sentence in the regulations reads, 

“it (the taxpayer) must also establish 
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Points Raised by Various 
Commentators 


method and construction takes 
into account changes in costs 
through achieving a step up in 
size of the business with all the 
advantages of leverage arising 
from improved economy in spread- 
ing fixed costs over larger pro- 
duction. In most cases, this is 
an important, and may be the con- 
trolling factor in the decision to 
take new risks. 

9. It is urged that many industries 
will require comparatives that 
might include the first World 
War years (for example, this is 
said to be necessary in machine 
tool builders). Some, it is said, 
should use a fifty year cycle (for 
example, this is said to be appli- 
cable to the building industry). 
Some, it is argued, ought to omit 
completely the period from 1930 
to 1939 as an abnormal depres- 
sion rather than as a mere dip in 
the cycle. 


that such conditions (causing sporadi- 
city) were not peculiar to it alone in 
the base period but were also present 
in the case of such industry”. 

Controversy: Some say this require- 
ment is harsh. The conditions may be 
localized. Can’t disease destroy the 
chickens of a single farmer and not 
affect the industry? Can’t drought 
strike one small area? Perhaps relief 
for “temporary economic depression” 
will do the trick but will the Commis- 
sioner allow both the correction for 
sporadicity and temporary economic 
depression ? 

eae 


The Regulations provide that the 
conditions producing the sporadic prof- 
its be shown to have prevailed generally 
throughout the industry and to have 
“produced business depression with re- ° 
spect to the industry generally during 
the base period”. 

Controversy: It is argued that the 
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quoted portion above is not called for 
by the law. On the contrary, the law 
only requires that: there be a show- 
ing that the business was depressed 
during the base period (i.e. had some- 
thing less than the moderate prosperity 
secured by all business during the base 
period—‘“moderate prosperity” being 
Mr. Paul’s definition of the years 1936- 
39) ; that to require showing of a “de- 
pression” is not required; that it is 
sufficient to show that there was a very 
mild distortion from conditions gen- 


erally existing in all business. 
OK Ok Ok 


Section 722 (b) (4) Commencement 
or Change of Character 


First sentence of regulations relates 
to situation where base period net in- 
come does not reflect normal opera- 
tions. Second sentence refers to grow- 
ing corporations which did not reach 
the carning level they would have 
reached had change of character oc- 
curred two years earlier. 

Controversy: One writer says “these 
sentences do not by any means deal 
with the same problem. They might 
properly have been made separate sub- 
divisions of 722(b). Treasury appar- 
ently applied two-year push-back limi- 
tations to both types, saying the 
sentences referred to must be read to- 
gether. The law grants relief for grow- 
ing corporations in two types of cases: 

(1) Where “the base period net 
income does not reflect normal opera- 
tion for the entire base period of the 
business”’. 

(2) Where the earning level at 
the end of the base period was still 
moving upward because the business 
was still in process of growth. 

The Regulations are so drawn that 
the two-year pushback rule—intended 
by law to be applied only to (2) above 
—iay be invoked in cases following 
under (1) above. That is said to de- 
prive many corporations of relief. A 
taxpayer whose “operations” are in 
process of growth is not limited, in the 
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law, by the two-year pushback rule. It 
is urged that reconstruction can be 
made upon the full period of growth 
even though it exceeds two years. 
There is a distinct school of thinking 
which argues that normal, under any 
conditions, is to be determined by the 
full earnings level, no matter when it 
was attained. If the change occurred 
in 1930 and full bloom came in 1944 
(assuming the company can qualify) 
then normal is to be based upon the 
growth secured by 1944. That would 
permit present day statistics of operat- 
ing capacity and present day sales po- 
tentials to be fully installed into the 
base period. 


Illustration in the regulations of a 
manufacturer of general textiles that 
converted to manufacture of automo- 
bile upholstery recites the following :— 

“such fact (a profitable connection 

with a large automobile manufac- 

turer) is not a normal and inevit- 
able result of such change.” 

Controversy: Some ask—why “in- 
evitable”? This is an unnecessary re- 
quirement. A change of character is 
usually made on the basis of the present 
evaluation of things to come. They are 
not “inevitable”. If a steel manufac- 
turer converted his plant to the manu- 
facture of prefabricated housing and 
subsequently received a large order 
from Sears-Roebuck why should this 
type of profits be eliminated from the 
base period? The risk of the change 
of character had been undertaken, had 
it not, with such probabilities in mind! 
It is enough that the profits are proxi- 
mate; they need not be inevitable. 

The Regulations give the following 
rule: “In determining whether the 
business of the taxpayer was growing 
or expanding by the end of the base 
period, consideration may be given to 
the taxpayer’s experience and the ex- 
perience for a comparable period of 
other members of an industry of which 


the taxpayer is a member, to the experi- — 


ence and rate of growth of such mem- 
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Concerning the Controversies Under the Section 722 Regulations 


bers after the commencement or change 
in character of their business, and to 
future prospects of the business of the 
taxpayer under normal conditions rea- 
sonably ascertainable at the end of the 
base period.” 

Controversy: While the Regula- 
tions use the word “may” the criteria 
given are said to be incomplete and un- 
satisfactory and may tend to restrict 
other methods of proof and measure- 
ments for these reasons: 


(1) For many new businesses the 
actual experience during the 
fragment of the base period—a 
period of trial and error, of 
“bugs” and floundering—is in- 
conclusive and shows no definite 
trend or growth. This is espe- 
cially true of new businesses. _ 

(2) The Regulations and example 
given suggests the use of extra- 
polation of a rate of growth. 
This implies a steady or regular 
growth that is seldom encount- 
ered in real life. In reality, there 
is marked irregularity in early 
years until “bugs” are ironed 
out and the business takes an 
accepted place within the in- 
dustry. 

(3) A comparison of the taxpayer’s 
experience with that of his in- 
dustry for a comparable period 
—as suggested by the Regula- 
tions—is impossible because 
every period is imbedded in a 
wholly different. economic envi- 
ronment. There is no “compar- 
able” period. The law recog- 
nizes this by the selection of a 
definite base period, and insist- 
ing upon it. 

(4) The experience and rate of 
growth of other members of an 
industry at their commencement 
or change of character—as a 
yardstick—assumes a regularity 
of pattern that seldom exists in 
real life. History does not re- 
peat itself in the birth, growth 
and development of each new. 
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competitor. The rate of growth 
depends on the times, the wis- 
dom and aggressiveness of the 
management, the capital and 
many other factors. The very 
existence of competitors in an 
industry is almost a sure sign 
that the “growth” rate of a new 
business bucking existing com- 
petition, will be different than it 
had been for others now in the 
field. 


(5) The Regulations forbid looking 
at events occuring or existing 
after December 31, 1939, to de- 
termine whether taxpayer was 
growing or the extent thereof. 
Some urge there is no justifica- 
tion in the law for this double- 
barrelled arbitrary rule. Events 
that “occurred after December 
31, 1939 “in the external econ- 
omy should be ignored, of 
course. But many events oc- 
curred only because time was 
unfolding a preconceived plan 
that gradually was being carried 
out. This theory is actually 
applied in “commitment” cases 
—why limit them there? Also 
the taboo forbidding looking at 
conditions existing after Decem- 
ber 31, 1939, is irrational. Many 
conditions existing after Decem- 
ber 31, 1939, are merely continu- 
ations of what went on before. 
The proscription in the Regula-- 
tions should be limited to “new” 
conditions—or else the taxpayer 
is hamstrung. 


The Regulations recite this: 

“If the business of the taxpayer has 
reached by the end of the base period 
the earning level it would have reached 
had it been commenced or changed in 
character two years prior to such event, 
normal earnings for the entire base 
period shall be reconstructed upon the 
basis of the level of normal operations 
actually attained during the base period 
and upon the basis of the character, 
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nature, and size of the business actually 
developed during the base period.” 

Controversy: Earnings constantly 
vary ; they have neither the attribute of 
“normality” nor have they a “level”. 
Neither is “normal operation” anything 
more than a fuzzy concept enshrouded 
in a cloak of ambiguity. The Regula- 
tions tacitly assume that a level of 
operations and earnings are always 
closely correlated. A level of opera- 
tions is not necessarily related to earn- 
ings. You can’t determine a level of 
operations first and then tell what pro- 
fits flow from it. The earnings and the 
operations are often independent vari- 
ables. This is especially true in indus- 
tries that exploit a patent or other 
monopoly. 

The level of operations prevailing at 
any moment of time is that prescribed 
by the management on the basis of con- 
siderations existing at that particular 
moment of time. Why should any 
momentary level be the yardstick for 
reconstruction of earnings for an entire 
base period? Besides, what oracle 

-would one consult to find out which 
“level” of operations was the normal 
one? 

OK OK OK Ok 


The Regulations require that in 
applying the two-year pushback rule, 
“demand, sales and selling prices may 
be established upon the basis of certain 
assumptions . . . not inconsistent with 
the experience of similar taxpayers 
which have reached a level of normal 
earnings.” 

Controversy: The requirement of 
“consistency” with experience of similar 
taxpayers said to be an insuperable 


harrier to some claimants. Often the 
experience is kept secret. Also what 
is a “similar” taxpayer? Normally, 


entry into a competitive field is pre- 
dicated on some “dissimilarity” that 
will enable the new firm to capture some 
of the prevailing business. In new 
businesses where patents or new pro- 
cesses are employed, the differentiation 
itself is the cause of the dissimilarity. 
As long as an apparent inconsistency 
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can be explained, that should be re- 
quirement enough. 

Regulations say “a change in the 
character of the business for the pur- 
poses of Section 722(b)(4) must be 
substantial in that the nature of the 
operations of the business affected by 
the change are regarded as being essen- 
tially different after the change. .. .” 
“A change ... to be considered sub- 
stantial, must be reflected in an in- 
creased level of earnings which is 
directly attributable to such change”’. 

Controversy: Defining “substantial” 
change as one that produces “essentially 
different” operations and that their 
nature be changed, is said to be impossi- 
ble for the reconstruction of magnitudes 
that require reasonable precision. These 
terms vary in meaning with different 
individuals ; they are subjective ; yet for 
the measurement of magnitudes an ob- 
jective standard is required. 


The Regulations require that an in- 
creased level of earnings be shown as 
evidence of the change. 

Controversy: But the change in 
earnings is often said not to be simul- 
taneous with the change in character ; it 
follows and lags after the change. How 
can this requirement be met when the 
Treasury arbitrarily refuses to look at 
earnings after December 31, 1939? In 
many cases it is after December 31, 
1939, that earnings reflect a change con- 
summated before December 31, 1939. 


The Regulations point out that a 
“difference in the capacity for the pro- 
duction or operation exists not only 
where new facilities have been acquired 
or old facilities enlarged, but also where 
latent productive or operative equip- 
ment is utilized and where newly 
developed techniques adopted with re- 
spect to existing facilities expand the 
productive or operating capacity of such 
facilities”. 

Controversy: Here the Treasury 
merely defines “capacity” in terms of 
“capacity” and so is said to leave the 
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Concerning the Controversies Under the Section 722, Regulations 


taxpayer if a quandary. The Regula- 
tions are then said to greatly narrow 
the area for relief by unduly stressing 
physical “facilities”, “productive or 
operative equipment”, and “productive 
or operating capacity”. We also get the 
following point of view—A change in 
“the capacity for production or opera- 
tion” means much more than merely 
increased output. The word “opera- 
tion” in the phrase certainly means 
more than “production” or it would be 
redundant to use it. It is wide enough 
to include within the scope of its mean- 
ing every phase of the business, mana- 
gerial, financial, selling, etc. Suppose 
“newly developed techniques” were 
adopted with respect to managing 
“existing manpower” instead of “exist- 
ing facilities”. Is not this a change in 
capacity for producing earnings? In 
the words of one authorative tax 
writer: “Where such a change does 
result in a substantial increase in the 
corporation’s earnings, whether by rea- 
son of a more aggressive management 
or sales force, an increase in its ex- 
penditures for advertising or a change 
in its major advertising medium, an in- 
crease in the efficiency of its manufac- 
turing operations resulting in decreased 
costs, a radical improvement in the 
quality of its existing products, or be- 
cause of any other factor traceable to 
such change, the taxpayer is entitled to 
have the effect if such change extended 
to its operations in the entire base 
period.” 


Proponents here hark back to Regula- 
tions 30.722-3(a) for authority. “Ac- 
tivities comprised within the meaning 
of production, output or operation in- 
clude the rendering of services in cases 
in which corporations render services 
rather than manufacture or market 
tangible products, as for example, ad- 
vertising agencies, brokerage concerns, 
purchasing agencies, etc.”” Hence there 
should be no question that change of 
operations should not be reduced to a 
mere change in the dimension of physi- 
cal facilities or their capacity. 

Proponents observe that “if we widen 
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the meaning of the term ‘capacity’ to 
mean more than physical capacity, the 
dead-line date of December 31, 1939, 
becomes ridiculous. For if increased 
capacity for earnings is the thing we 
are observing then we must look at the 
earnings for a period and not a ‘point’ 
of time. A point of time is an 
imaginary magnitude. We should be 
permitted to look at the earnings de- 
rived from the change of character and 
not look at one specified date.” 
KOK OK OK 


It is said that revenue agents apply- 
ing this subsection deny a possibility of 
reconstruction where the change in 
character occurred so late in the base 
period years as to make it impossible to 
determine a rate of growth from which 
a normal level of earnings can be 
secured under the two year rule. 

Controversy: Some argue that the 
mere inability to construct a rate of 
growth following a change should not 
bar relief. If figures are not available 
in 1939 to indicate the rate of growth, 
then those in 1940 and 1941 or later 
years should be used. Obviously, then, 
there should be removed from these 
figures the effect of the war economy. 
The result would be a level of opera- 
tions reflecting the growth due to the 
change. From this figure, there then 
would be reconstructed figures for the 
preceding year based upon conditions 
of economy in those years. 


In G.C.M. 24013 the taxpayer had 
increased capacity for production dur- 
ing base period due-to the receipt of 
war orders from foreign governments. 
G.C.M. denies right of taxpayer to in- 
clude these earnings as “normal” for a 
base period reconstruction under Sec- 
tion 722(b) (4). 

Controversy: One student of taxa- 
tion distinguishes between normal 
profits and normal operations. He says 
normal profits are allowable to the tax- 
payer whether the operations are on the 
basis of abnormal wartime conditions or 
not. Another urges that “if expanded 
capacity would have been capable of 
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normal earnings, taxpayer would be en- 
titled to reconstruct accordingly.” This 
reduces the question, always to one of 
fact. 

Others urge that the G.C.M. is un- 
sound because the Treasury, under the 
law, is not permitted to require a quali- 
tative analysis of the operations or the 
reasons for change in character. Just 
as in the period after December 31, 
1939, every taxpayer’s operation is pre- 
sumed to be tinged with the inflation of 
the war economy, so for all periods 
prior to December 31, 1939, every tax- 
payer’s operations are presumed to be 
in a normal economic environment. 
When the years 1936-1939 were 
selected as base years, that decision was 
based on composite statistics, which 
showed the period to be a satisfactory 
one. But all-over operations for that 
period included the results of foreign 
war orders. If these orders and indirect 
effects therefrom were left out, it is 
wholly possible that a different base 
period would have been selected by 
Congress. 

Moreover they say in the case of any 
particular taxpayer, injustice and dis- 
crimination may result from the G.C.M. 
Suppose a taxpayer’s suppliers and the 
suppliers of these suppliers, had changed 
their capacity—would the answer be 
the same? The fact is, that the over-all 


effect from foreign war ordérs was felt 
everywhere during the base period and 
changes in capacity everywhere took 
place accordingly. All along the in- 
dustrial front business capacity was 
affected; some effects were so remote 
from the direct recipient of foreign war 
orders that no trace suspicion could be 
aroused that they were indirectly caused 
by foreign wars. 

Commentators observe that all the 
economy is a seamless web, so interre- 
lated, that prosperity in one place in- 
fluences all other places. Ifa taxpayer 
got foreign war orders his competitors 
could prosper the more from domestic 
demand for there would be one supplier 
less filling this demand. Suppose, they, 
too, changed their capacity. Should 
they be treated differently than this 
taxpayer? 

As a result comes the plea that the 
Treasury is inconsistent. It recognizes 
the fact that after 1939 every bit of the 
economy is tinged with the effects of 
war spending. It would never permit 
a supplier of food—say a restaurant, to 
assert the extra income in 1943 does not 
result from war—why use reverse Eng- 
lish on taxpayers, and discriminate 
among them, as to the income prior to 
December 31, 1939? 


OK OK OK 


If you can’t go across— 
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Cost Determination and Report 


By Recinatp C.P.A. 


te the origin of cost account- 
ing, cost determination has re- 
mained an important problem. It has 
attained special significance today 
because of the greatly expanded war- 
time industrial program. At the 
present time contractors are faced 
with the possibility of having their 
costs reviewed by the government; 
however, their interest does not stop 
there for it is to their advantage to 
know their costs in order that they 
may develop an efficient plant able 
to manufacture more economically 
than their competitors. Those con- 
tractors who are able to determine 
and control costs at the present time 
will be in a better position to meet 
post-war competition. 

Because of the current interest in 
costs, there is presented herein a dis- 
cussion of a cost determination and 
a report based upon an actual case 
study. The illustration presented is 
enlarged upon by comments which 
are of general cost application and 
which apply to many cost determina- 
tion problems. It was chosen for 
discussion because it embodies many 
unique accounting features, knowl- 
edge of which will be found useful 
in undertaking other cost assign- 
ments. A detailed description and 
explanation of the illustration are 
presented in later paragraphs. It is 
suggested that at this point the read- 
er generally familiarize himself with 
the contents of Exhibit A and sup- 
porting Schedule A which form part 
of this treatise. 


The Report 


The fruit of all cost study labor 
lies in the report. Since cost deter- 
mination is important, its value 
should not be decreased by inade- 
quacy in the presentation of the 
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findings. No matter how sufficient 
the study, the work becomes of little 
value if the report is not comprehen- 
sive. Whether the report is to be 
used by management in developing 
production efficiency, or by the gov- 
ernment in reviewing costs, it is es- 
sential that a clear picture of the 
situation be presented and that the 
extent of verification and review be 
stated. A statement in the report com- 
ments regarding the extent of verifica- 
tion becomes especially important when 
an independent certified public account- 
ant lends the strength of his independ- 
ency to the report. If all facts are 
disclosed, the reliability of the cost data 
cannot later be questioned. 

Recent releases by the American In- 
stitute of Accountants are of interest in 
connection with the presentation of cost 
data. They deal specifically with war 
contract termination costs; however, 
portions of the comments are included 
herein since they are especially perti- 
nent. 


“However, in some cases it has 
been reported that contracting officers 
have concluded that the amounts of 
costs submitted as a basis for termi- 
nation proposals had been overstated 
although reports of certified public 
accountants taking no exception to 
the costs as stated were appended to 
the data submitted. This has been 
taken to mean that the accountants 
were ignorant of the rules governing 
admissibility of costs, or were insuffi- 
ciently informed as to the accuracy of 
the contractor’s representations, or 
were unduly influenced by the client’s 
point of view. 

“Tn other cases government officers 
have complained that reports of certi- 
fied public accountants said little 
more than that the statements showed 
the costs as determined and submitted 
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by the contractor, and were therefore 
practically useless.” 

“In general, disclosure of a!l ma- 
terial facts including accounting prac- 
tices used, basis of allocation, etc., 
should be set forth in the statements 
or schedules by notation or otherwise, 
as the statements would be incom- 
plete without such information. If 
such disclosure is not made, corre- 
sponding information should be set 
forth in the report of the independent 
public accountant, but it does not 
seem appropriate that such factual 
information should be set forth only 
in the report.” ) 


Approach to the Problem 


The accountant in undertaking a cost 
determination study should first become 
thoroughly familiar with the manufac- 
turing process. This may be accom- 
plished only by going through the plant 
and viewing at first hand the actual 
production line. It is advisable that a 
brief inspection be made of the portion 
of the plant not given over to the manu- 
facture of the particular product. A 
knowledge of the operations of the en- 
tire plant will help considerably in 
determining the propriety of over-all 
plant cost allocations. 

It will be found advantageous for the 
accountant to inspect the premises of 
other plants manufacturing similar 
products. Of course, it is to be recog- 
nized that this step is not always con- 
venient or possible. A review of litera- 
ture on the subject also will aid in ac- 
quainting one with the product. It may 
be added that the accountant’s work is 
facilitated by any engineering qualities 
he may possess. 


The Illustration and 
General Comments 


As hereinbefore mentioned, there is 
included herewith for purposes of illus- 


tration an exhibit with its supporting 
schedule, representing the presentation 
of the findings of an actual cost study. 
For apparent reasons, the name of the 
concern, the costs, the quantities, and 
the sizes have been altered. 

It is suggested that the cost report be 
built around one main summary exhibit 
as illustrated. This exhibit should 
show in an orderly sequence the costs 
from the beginning of the manufactur- 
ing process through to the completed 
unit. When it is unwieldy to present 
all breakdown of costs in the summary 
exhibit, then supporting schedules will 
become necessary; however, the main 
exhibit should be sufficiently detailed in 
order that a clear picture be presented. 
If it is not obvious how certain figures 
are arrived at, then explanation should 
be given in footnotes or supporting 
schedules. The point to be emphasized 
is that the presentation should leave 
little to the imagination, for then only 
will one avoid the criticism of insuffi- 
cient disclosure. 

The actual report comments pertain- 
ing to the illustration are not included 
herewith for it is believed that a general 
description of them will suffice. It may 
be added, however, that the actual com- 
ments were not lengthy inasmuch as the 
exhibit, with its supporting schedule, 
was believed to be largely self-explana- 
tory. The discussion of the comments 
which follows will include thoughts 
which pertain to report comments in 
general. 

First, it is appropriate that the report 
comments include a statement indicat- 
ing the authority under which the cost 
study was performed. Secondly, there 
should be added a statement explaining 
the purpose for which the work was 
undertaken. After this introduction, 
there should appear a sufficient descrip- 
tion of the product, including all neces- 
sary explanations as to quality and 


(1) American Institute of Accountants’ letter to Members and Associates of The Ameri- 
can Institute of Accountants and Other Certified Public Accountants, on “War Contract 


Termination,” dated April 5, 1944, page 1. 


(2) American Institute of Accountants’ “Statement on Auditing Procedure,” Release by 
Committee on Auditing Procedure, No. 20, December 1943, page 141. 
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Cost Determination and Report 


sizes. If the manufacturing procedure 
is not readily ascertainab'e from an 
examination of the exhibit, then some 
word regarding this matter should be 
added. As hereinbefore mentioned, it 
is to be borne in mind that some who 
will read the report may not be suffi- 
ciently familiar with the product and 
its manufacturing process. The com- 
ments may then continue with a brief 
description of the accounting system 
and an explanation of the extent of 
verification of the cost records. Other 
matters in connection with the cost 
study which require special explanation 
should follow. This sequence of pres- 
entation is not mandatory but may be 
varied as the circumstances warrant. 


In the accompanying example the 
verification consisted of numerous 
accounting tests. However, each test 
was limited and the company’s records 
were relied upon to a great extent. 
Therefore, the findings presented were 
technically not the result of an audit but 
were rather the result of an exhaustive 
survey. 

The cost data were assembled from 
standard cost records. Appropriate 
tests were made to establish the fact 
that the standards were developed as a 
result of actual experience in prior 
years and also that they were the stand- 
ards regularly used by the company in 
costing its product. Variance accounts 
were inspected and the standards used 
in the report were adjusted to reflect 
the costs on an actual basis. 


Explanation of Exhibit A and 
Supporting Schedule A 


Reducing Process 


The product for which costs are pre- 
sented in the accompanying illustration 
may be described as a type of electrode 
i.e., uniform lengths of coated steel rod 
(about 10 inch lengths) for which the 
steel core is made in three sizes as 
follows: 5/16ths inch; 4th inch; and 
5/32nds inch. The raw material, or 
steel core of 7/16ths inch dimension, is 
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purchased in rolls of considerable 
length. The rod is reduced to size by 
running it through a series of reducing 
dies. This process requires steps such 
as annealing, roughing, painting, etc. 
Sometimes several draws are made in 
succession to reduce the rod as shown 
in the exhibit. The reducing process 
causes loss in weight as shown by Note 
A of Exhibit A and by Schedule A. 


Straightening and Cutting 


When the rod has been reduced to 
size it is straightened and cut to length. 
This is the second production step and 
again there is metal weight loss, as 
shown by Note B of Exhibit A and by 
Schedule A. 


Coating 


The next production step is to cover 
the rods with a flux coating about twice 
the thickness of the metal core. The 
coating is hardened by baking and the 
completed product appears as so many 
candles. There is also some small loss 
in metal weight during this process. 

One of the difficulties experienced in 
presenting the illustrated cost data was 
that of maintaining the 100 pound cost 
unit throughout, for that was the basis 
on which the completed electrodes were 
sold. The costing of the final process 
“coating” was especially unique in that 
the 100 pound unit consisted of metal 
weight and coating weight combined. 
Note C of Exhibit A illustrates this 
point by showing how the labor and 
factory overhead cost applicable to the 
percentage by weight of metal is com- 
puted. In order to determine the per- 
centage by weight of metal in the coated 
rod, it was found necessary to weigh 
100 pounds of completed electrodes, 
count them, weigh a corresponding 
number of uncoated rods, and compute 
the percentage. 


Material Costs 


The computation of the basic material 
costs is shown in Schedule A. This 
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schedule may be visualized as being in 
two sections, one showing the calcula- 
tion of the metal cost, and the other 
showing the calculation of the flux cost. 
It is believed that further explanation 
of this schedule is unnecessary. 


General Overhead Application . 


After labor, material, and factory 
overhead had been determined, there 
were added three types of general over- 
head costs. The company applied these 
costs in a novel manner. First, Divi- 
sion Administration was added at 1.53 
per cent of Manufacturing Cost. 
Secondly, the new total was considered 
as a 100 per cent base to which was 
added 3.07 per cent for Scrap and 
Spoilage. Thirdly, the resulting total 
was considered as a 100 per cent base 
to which was added 8.11 per cent for 
General Administration. Note D of 
Exhibit A demonstrates this procedure 
more clearly. At first, concern arose 
over the sequence in which the percen- 
tages were applied but it soon became 
apparent that the sequence of percentage 
application did not affect the final result. 
This procedure is comparable to that 
of the application of chain discounts in 
which the sequence of application like- 
wise does not affect the result. 


Comparison of Costs by Sizes 
An interesting fact disclosed by 


the cost study was the trend in costs 
by sizes of steel core. It is apparent 
that the smaller the size, the greater 
the metal cost, since more draws are 
necessary in the reducing process. 
However, the percentage of metal 
content in 100 pounds of coated rod 
increases as the size of the steel core 
increases, and conversely the per- 
centage of flux coating decreases as 
the size of the core increases. Since 
the flux coating is much less expen- 
Sive by weight than the metal (see 
Schedule A), this condition serves 
to offset partially the trend toward 
greater cost for smaller size rod. 


Conclusion 


There are so many varieties of 
products that it would be impossible 
to present for illustration a cost re- 
port which would fit all situations. 
A great deal must be left to the in- 
genuity of the accountant in pre- 
senting his cost story. He will be 
perplexed many times with the 
problem of presenting a rather com- 
plex cost story to readers who may 
know little about the product for 
which the cost study was made. The 
problem will nevertheless be an in- 
teresting one and it will offer a wel- 
come challenge to the enterprising 
accountant. 
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EXHIBIT OF STEEL ELECTRODE COSTS 
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ALL OUT VICTORY, INC. 
NOTES REGARDING EXHIBIT OF STEEL ELECTRODE COSTS 


Notre A—Shrinkage is due to loss of metal in drawing, roughing, cleaning, etc. 

Note B—-Loss of three pounds of metal in straightening and cutting 100 pounds is the same for all 
sizes of rod. This loss occurs after the metal has been processed and is an additional loss to that 
described in Note A; hence cost of metal processed is multiplied by 103. 


Note C—The percentage by weight of metal straightened and cut to the total weigit of coated rods 
varies according to sizes. In addition, it is estimated that there is a shrinkage or loss of metal in 
the coating process of one per cent; or 101 pounds of metal put into the coating process produces 
100 pounds of metal in the finished state of coated rods. The computation of labor and overhead 
cost per 100 pound units is as follows: 


5/16” Rod 1%4” Rod 5/32” Rod 
Labor Overhead Labor Overhead Labor Overhead 
Metal aeentaetennd and cut. $2.13 $4.71 $2.96 $6.23 $4.39 $9.71 
Tot $2.15 $4.76 $2.99 $6.29 $4.43 $9.81 
% of Metal in Coated Rod.. (79.40%) (79.40%) Ge 21%) (76.21%) (67.43%) (67.43%) 
Per Cent Applied.......... $1.71 $3.78 $2.28 $4.79 $2.99 $6.61 


. 


Note D—The company distinguishes between (1) | Factory Ovecboes (detailed figures shown in the 
Exhibit) ; (2) Division Administration representing service and billing department expenses, salaries, 
and traveling expenses of local officials, and engineering development; and (3) General Administration, 
which includes the allocation of home office expenses. 


Scrap and Spoilage is also included under this note and was applied at the rate of 2.39%. 
The method of applying the percentages was approved by the cost reviewer and is as follows: 


5/16” 1/4” 5/32” 

Size Size Size 
Division Administration © 1.53% .80 .83 88 
Total 52.80 54.93 58.63 
Scrap and Sooilage @ 3.07% 1.62 1.69 1.80 
Total 54.42 56.62 60.43 
General Administration © 8.11% ...........cee0ee 4.41 4.59 4.90 
Cost per 100 lbs Coated Bod $58.83 $61.21 $65.33 


SCHEDULE OF BASIC MATERIALS COST 
METAL COST 
The material used in the completed electrodes passes through several production stages, 
as shown in Exhibit A. In each of these stages there is a percentage of metal loss or shrinkage. 
The following tabulation shows the computation of the metal cost entering into 100 pounds of 
completed, coated electrodes: 
Size of Electrode 
Processing Stage 5/16” 1/4” 5/32” 
In order to finish 100 Ibs. of processed wire of the 
various sizes, it is necessary to provide for loss and 
shrinkage of 6 and 9 pounds as shown below: 


5/16” — 106 lbs. at cost — $43.33 per 100 Ibs. $45.93 
1/4” — 106 lbs. at cost — $43.33 per 100 Ibs. $45.93 
5/32” — 109 Ibs. at cost — $43.33 per 100 Ibs. $47.23 


Straightening and Cutting Stage 
In order to obtain 100 Ibs. of straightened and cut 
processed rods, it is necessary to start with 103 lbs. There- 
tere, the metal cost at this stage of production is 103 
multiplied by the cost of processed metal shown above: $47.31 $47.31 $48.65 
Coating Stage 
Metal cost of 100 Ibs. of straightened and cut rods 


as shown above. $47.31 $47.31 $48.65 
AD 1% allowance for loss during coating stage. 47 47 49 
TOTAL $47.78 $47.78 $49.14 


By actual weight it was determined that the metal 
content of 100 lbs. of coated electrodes is as shown below. 
The metal cost is computed as follows: 


Metal Per Metal 
100 Ibs Coated Cost 
Size Electrodes (See Above) 
5/16” 79.40% © $47.78 per 100 lbs $37.94 
1/4” 76.21% © $47.78 per 100 Ibs. $36.41 
5/32” 67.43% © $49.14 per 100 Ibs. $33.14 
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COATING COST 
Flux Cost Per 100 lbs. of Coated Rod 
The cost of the flux used as a coating on the rod was determined to be $.10311 al pound. 
It was determined by actual weight that 100 lbs. of coated rod contain the amount of flux shown 
below. The cost of the flux is therefore computed by multiplying the amount used by the cost 
per pound as follows: 


Size of Weight of Cost Per Size of Electrode 

Electrode Flux Pound 5/16” 1/4” §/32” 
5/16” 17.17 lbs. © $.10311 $1.77 
1/4” 22.99 lbs. © -10311 $2.37 
5/32” 26.33 Ibs. © -10311 $2.71 


Somewhere... 


an American sailor’s life has just been _— by 
a transfusion of blood, collected by the Red 
Cross and put on his ship by the Red Cross. 
Remember this when you’re asked to give or 


give again to the RED CROSS WAR FUND 
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The Training of Bookkeepers in 
New York City High Schools 


By Natuan H. 


HE accounting profession should 

be interested in directing the 
training of its personnel—account- 
ants and bookkeepers for two rea- 
sons: Self-interest and civic duty. 
To have accountants and bookkeep- 
ers well trained eases the work of 
their employers and_ supervisors. 
Also, since this training is technical, 
not familiar to the general educa- 
tional authorities, the specialists in 
the field owe their public the duty 
of planning and supervising the 
courses in commercial education, 

We, the New York State Society 
of Certified Public Accountants, 
have taken no hand in the training 
given to our young people who are 
preparing for the occupation of 
bookkeeping. 

Evidently we consider bookkeep- 
ers too far removed from us pro- 
fessionally to be interested in them. 
We think it can not hurt us if when 
they step out of the school into the 
office they are insufficiently pre- 
pared. Our friendly critics will say 
that we are shortsighted. Our un- 
friendly critics will say that we are 
failing in our duty toward the com- 
munity ; we are too busy arranging 
credit for our clients and solving 
their tax problems, to spare time in 
supervising a field of public educa- 
tion that only we can do compe- 
tently. 

Whatever is the cause of this 
neglect, the result is that commer- 
cial education in the New York City 
High Schools is controlled by men 
who hold degrees in various arts 
and sciences but not in accounting; 
who have no first-hand knowledge 
of the activities in the commercial 
world; and who do not consider 
commercial education important 
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enough to be looked into carefully 
and constantly. 

Because of the absence of a stream 
of thought running from the ac- 
counting profession to the schools, 
our high school bookkeeping courses 
are archaic and theoretical. In the 
City of New York where the atmos- 
phere is saturated with business, 
where one can see the realization of 
new ideas every day, instruction in 
bookkeeping is conducted today as 
it was at the beginning of this cen- 
tury. In the midst of concentrated 
business activity buzzing at the 
mouth of the Hudson, the book- 
keeping classroom is an oasis of 
theory and philosophy where the 
teachers shy away from customary 
practice. No wonder that when an 
aceountant explains something to a 
new bookkeeper he is often met with 
the statement, “But this is not the 
bookkeeping that we studied in 
school.” 

The New York City High Schools 
fail to distinguish between the two 
occupations of bookkeeping and ac- 
counting. The course of study is so 
planned as if every fourteen year old 
girl who registers for a bookkeeping 
course intends to become an _ ac- 
countant. The students are pre- 
pared for a nineteenth centruy office 
where the independent accountant 
was a rarity. His place was taken 
by the usual man bookkeeper, who 
served as his employer’s counsel, 
opened the books, closed the books 
and prepared the annual financial 
statement. 

To come down to details: <Ac- 
counting is mixed in the teaching of 
bookkeeping. The very first lesson 
is opened with a discussion of asset, 
liability and  capital—accounting 
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concepts. The double entry phrase 
of the subject is immediately pre- 
sented; and not as a_ practical 
method of entering transactions that 
will yield desired information, but 
as a basis of the theory of accounts 
—philosophy. Long before the stu- 
dent has mastered even elementary 
bookkeeping, that is, before he has 
qualified as an assistant bookkeeper, 
when he does not know the mean- 
ing of controlling accounts, he is 
taught how to prepare financial 
statements and close books—work 
that even the most competent book- 
keepers leave to their accountants 
in the modern office. 

The obvious fact is ignored that 
the great majority of the high school 
students who select a commercial 
course, do it, either because they are 
not college material, or because they 
can not afford a four year college 
education on top of a four year high 
school course. In many cases their 
parents are waiting impatiently for 
their graduation from school when 
they will be able to begin to supple- 
ment the family budget. When 
teachers prolong the schooling of 
these pupils, who constitute perhaps 
ninety-five percent of the total regis- 
tration, with the study of accounting 
which will be useful only to the 
other five percent, they are exercis- 
ing an autocratic power not dele- 
gated to any governing body in our 
democracy. They are wasting the 
time of the pupils and the money of 
the taxpayers. 

As for the needs of the business 
man and the accountant, they are 
ready to exchange every bit of ac- 
counting knowledge the bookkeeper 
might possess for a better ground- 
ing in straight bookkeeping. That 
comprises mostly the ability to enter 
transactions of great variety, to take 
off a trial balance and abstracts of 
subsidiary ledgers, to find the errors 
when the ledger is out of balance, to 
reconcile a bank balance with a 
cashbook balance, to figure bills and 
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payrolls, to prepare payroll and ex- 
cise tax reports, and the possession 
of a very high degree of arithmetical 
accuracy. 

Mixing accounting with book- 
keeping can not be justified on peda- 
gogic grounds even in teaching those 
students who are planning to be- 
come accountants. On the contrary, 
this method makes the work more 
difficult, both for the teachers and 
the pupils. When the principles of 
debit and credit, and the concepts 
underlying the balance sheet and the 
operating statements are presented 
.to young people who have had no 
contact with the business world, 
comprehension comes with diffi- 
culty, necessitating a lot of explain- 
ing, discussing, drilling and review- 
ing. When, however, these abstract 
ideas are taught only after the 
pupils have handled various accounts 
in their routine bookkeeping sets for 
a year or two, little teaching need be 
done. By that time the pupils will 
have learned the significance of the 
accounts automatically. The prepa- 
ration of financial statements and 
the closing of books will then be 
learned easily. It will be mainly 
learning new titles and a certain ar- 
rangement of old items. 

Proceeding from the concrete to 
the abstract, using the inductive 
method of learning to develop prin- 
ciples from a number of practical 
cases, instead of starting with the 
principles, are basic rules in peda- 
gogy observed universally in modern 
schools. In the, bookkeeping class- 
room, however, these rules are vio- 
lated. Theory precedes practice, the 
cart is put before the horse, slowing 
down the progress of the class. 

The excessive worship of theory 
in the bookkeeping class stems from 
the fact that the schools are, com- 
mitted to teaching bookkeeping not 
as a vocational subject but, as a cul- 
tural subject. Their chief aim in 
establishing the bookkeeping course 
is not to equip the student with the 
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ability to earn a living in a certain 
activity which is in demand in every 
business office, but to equip his per- 
sonality with certain cultural values. 
The bookkeeping discussions are in- 
tended to develop the student’s rea- 
soning faculty which will help him 
in other activities in life. The 
theories underlying the structure of 
accounts are expected to open to the 
student vistas of thought that will 
give him spiritual satisfaction. And 
thus his soul will be enriched. 

The reason for this conversion of 
a vocational subject into a cultural 
subject is not far to seek. By far, 
most of the high school teachers of 
bookkeeping never saw the inside of 
a business office. They were ele- 
mentary school teachers who took a 
course in accounting and then passed 
the examination to teach commer- 
cial subjects. They do not feel at 
home teaching practical bookkeep- 
ing because they themselves never 
practiced it. They do not feel con- 
fident that they know the _ best 
method of entering certain trans- 
actions. 

In addition they are not pleased 
to teach straight bookkeeping be- 
cause they do not respect the subject 
as much as the classics. It is too 
utilitarian. Impressed with their 
own liberal education, they enjoy 
passing on culture to the young. 
They have thus found an escape in 
teaching the preparation of financial 
statements which resembles the 
solution of a mathematical prob- 
lem, and the theory of debit and 
credit which is the philosophy of 
bookkeeping. And so they gravitate 
towards the cultural presentation of 
the subject with the inevitable mix- 
ing of accounting with bookkeeping. 

The teachers’ triumph in saving 
bookkeeping as a cultural subject 
should: be viewed as part of the 
larger picture of the handicaps that 
vocational training had to overcome 
before it was fully established in 
our public educational system. 
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Until the second decade of this 
century, America had no use what- 
ever for vocational education. From 
then until five years ago, when we 
realized that without mechanics a 
nation can not survive in the en- 
vironment of Hitler, vocational 
schools were the stepchildren in our 
educational program. Since, by and 
large, the mental worker is com- 
pensated better than the manual 
worker and is also held in higher 
social esteem, to give some boys and 
girls a liberal education and others 
a vocational education, was con- 
sidered at first a violation of the con- 
stitutional principle that all men are 
created equal. Besides, parents 
would not send their children to 
vocational schools at first, for that 
would immediately stamp them as 
of lower intelligence, fit only to be- 
come the hewers of wood and the 
drawers of water in the community. 
American democracy held up to 
every schoolboy the goal of the 
presidency of the United States and 
not proficiency in a trade, 

Also, the community did not feel 
it had the right to tax one man in 
order to train the child of another 
in a way of earning a living. Utili- 
tarian education was every man’s 
own affair, for that, it was held, did 
not benefit his neighbors. The com- 
pulsory education law was intended 
to force children to drink at the 
fountain of liberal education for that 
would improve their thinking and 
make better citizens of them, thus 
benefiting the entire community. 

As a result when bookkeeping 
was introduced into the high schools 
its proponents had to justify it by 
showing its cultural side. And 
since then teachers have been using 
the cultural approach to it. 

Our schools fail to see the culture 
derived from competency in a cer- 
tain sector of life. When a young- 
ster can do some work successfully, 
it is not only an indication of the 


possession of knowledge, but it is 
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also a source of self-confidence that 
has a more beneficial effect on his 
personality than the knowledge of a 
score of principles and_ theories. 
When bookkeeping is taught as a 
vocational subject the pupil leaves 
the classroom at the end of the first 
lesson knowing that he can be use- 
ful to the community and that he 
can do the work that many grown- 
ups do. At the end of the second 
lesson his value is enhanced. A feel- 
ing possessed by an adolescent that 
he is fit to become part of the body 
economic has a greater educational 
value than the ability to conjugate 
a Latin verb. 

The basis of the trouble lies in our 
worshipping book education. We 
pay excessive regard to knowledge 
that can be obtained by reading 
books and not enough to accom- 
plishments that can be acquired only 
by doing things. (Consider how the 
plastic arts and music are neglected 
in our educational scheme.) And 


we give carte blanche,to schoolmen 
whose life has been spent among 
books, to determine what knowl- 
edge is most worth learning and 
into what form of man and woman 
our boys and girls should be molded. 

Commissioners and trustees make 
speeches extolling practical educa- 
tion. Superintendents and prcfes- 
sors take up the cry and write books 
about it. Undoubtedly they are 
sincere about it, but they see the 
world through the cultured glasses 
of a past technology. 

Efficiency, realism, practicalness 
are terms not to be-despised by the 
educator. They don’t call for the 
substitution of dollars for human 
values, for the building of our cul- 
ture on cross materialism. They 
call the educator to wake up and 
see the world around him, so that 
he will orient the young generation 
to a world of reality and not to a 
romantic past found in books out 
of print. 
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© When it comes to employer-employee relations under tightening 
federal and state regulation, chance-taking is out! It is foolish to 
guess, unwise to depend on incomplete, inaccurate, or biased 
sources of information, dangerous to plunge blindly ahead. 


© Wartime calls for facts. 


© Here in the CCH LABOR LAW SERVICE is your swift, complete, 
and dependable reporter on labor law. It brings together, 
organizes, and keeps always up-to-date the federal and state laws 
on labor and allied topics, including: Wage and Salary Stabiliza- 
tion Law, War Labor Disputes Act, Overtime Pay Order, National 
Labor Relations Act, Fair Labor Standards Act, public contracts 
laws relating to wages and hours, anti-injunction laws, state labor 
relations acts, state wage and hour laws, etc. 


© Everything is arranged for quick reference or careful study in 
convenient loose leaf binders behind tabbed guides. 


© Pertinent court decisions originally reported currently in loose 
leaf form are reissued in bound volumes as needed, and supplied 


without extra charge. 


COMMERCE) CLEARING; HOUSE; ING., 


PUBLISHERS OF TOPICAL LAW REPORTS 


CHICAGO 1 WASHINGTON 4 


New York 1 
214.N MICHIGAN AvE MUNSEY BLOG 


Empire STATE BLOG 
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Payroll Making Simplified 
—Shaw-Walker plan now saving time for thousands 


p> ELIMINATES All but One 
Record for Each Employee 


p> SAVES Priceless Office Hours 


p> INSURES Tax Records Always 
Up-to-Date and in Balance 


> EXCELS in Speed and Simplicity 


Whether you have 13 or only 4 individual records for each 
employee, you can now eliminate all but ONE. 


Sounds fantastic! But it has already been done for the 
thousands of companies—who are using Shaw-Walker’s 
Simplified Pay Roll System. 


These companies are saving up to 67% of the time formerly 
required for production of pay roll records. 


The Shaw-Walker Pay Roll System is very simple. No 
machine is required. — Any clerk can operate it. — Anyone 
can understand the entire operation within ten minutes. 


We will gladly show you this system in your office or send 
descriptive literature, whichever you choose. 


Chrysler Building — MUrray Hill 6-1100 


LARGEST EXCLUSIVE MAKERS OF OFFICE FURNITURE AND FILING EQUIPMENT IN THE WORLD 
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say thousands of enthusiastic users 


“The Printing Calculator has a combination of features which now seem indispensable 
compared with former methods of calculating.” 


“As we continue to use it, we discover more and more values in the printed tape.” 


“The combination of calculator and adding machine in one unit is both valuable and 
unusual.” 


“We have been pleasantly surprised at how quickly our people mastered its operation.” 


“Its ease of operation, combined with complete printed proof record of each calculation, 
saves much time and is really something to marvel at.’ 


“We lean pretty heavily on the Printing Calculator, and we feel that dollar for dollar or 
by amount of space occupied, it is the most worthwhile money-saver in our office.” 


ACH SEPARATE SENTENCE above comes from a different owner of a Printing 
culator... unsolicited words of praise —a few out of hundreds. 


tthe machine itself is its own best salesman—ready now to show you how it can help you 
etime and manpower in the office. Phone our nearest office, or write us at Buffalo 5, N.Y. 


The Printing Calculator is available on W’PB approval, to 
help conserve manpower, expedite war work, maintain neces- 
sary civilian economy. Talk it over with our representative. 


he only PRINTING calculator with automatic division 
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For The Sales Manager 
Inu A 2uandan..... 


The coming of peace may find many 
sales managers between the devil and 
the deep blue sea. The old figures 
won't do because the war will have made 
them obsolete. New figures will have 
to be based on an accurate analysis of 
the changes which have taken place in 
markets. 


Old quotas will be out of date, but a 
complete sales analysis will be needed 
to determine the new quota basis. 


McBee Keysort and Unit Analysis 
produce sales reports of all kinds 
through simple routines. They will help 
sales analysis now and assure a quicker 
start when the big bid for after-war 
business begins. 


MSBEE COMPANY 
5 Madison Avenues. New York 
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housands of man and woman hours 
tve been saved in the Payroll 
partments of many firms through 
beuse of Sundstrand Payroll Account- 
Machines. 


machine does the entire job, not 
it part of it, 


he operation is so fast that one ma- 
bine performs the work of several 
jerks, 


pyboard and many automatic features, 
perating proficiency can be acquired 
pickly by anyone. 


keause of the simple “10 Figure Key” 


Our factory at 
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orders. 


Read these definite Sundstrand advantages: 


Payroll Records. Your Payroll Sheet or Summary 
is prepared at the same time that the Em- 
ployee’s Earnings Record is posted and the 
Pay Check or Pay Statement or Pay Enve- 
lope is written. 


. Postings to the Employee’s Earnings Record 


are made in original, not carbon impressions. 
When the forms are in the machine, all 
entries are completely visible. 


Dates and Pay Check Numbers are printed 

ly. P ive Stars are automa- 
tically printed before the Check amount. 
When deductions exceed earnings, the Pay 
Check is automatically voided. 


Gross Pay and Net Pay amounts are automa- 
tically computed and Column Totals are 
automatically printed. 


Government Reports. Year-to-Date Total Gross 
Earnings and Withholding Tax are automati+ 
cally computed for Income Tax purposes, 


Quarter-to-Date Total Taxable Gross Earn 


ings are automatically computed for Social 
Security Tax purposes. When the taxable 
total reaches $3,000, the machine automati- 
cally exempts amounts in excess. 


War Bond Ledgers. The machine can be set for 
any bond denomination. The Unapplied 
Balance and the amount “To Go” before the 
next bond can be purchased are ically 
computed. 


When the Unapplied Balance reaches the 
purchase price of the bond, the purchase is 
automatically recorded. All bond purchases 
are listed by employees and aut lly 


counted and totaled. 


A call to your local Underwood Elliott 
Fisher office will bring you, without 
obligation, interesting information on 
how your payroll department can save 


hours of man power and woman power. 


* 
A Machines are available 


Save the Seconds and You Save the Day— 


Underwood Elliott Fisher Company 


One Park Avenue, New York 16, NY, 
581 
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Wide range of forms designed for 
End-opening Prong Fastener Binder, 
provides a simple, compact and in- 


expensive thod of keeping rec- 
ords, reports, etc. 


END OPENING eliminates binding 
margin at side, increasing form space, 
and affording greater convenience in 
posting, reference and handling. 


Selection Includes business forms 
for accounting, sales production, pay 
roll and personnel departments. Also, 
professional forms for physicians, 
dentists and attorneys. 


Send for descriptive circular illustrat- 
ing 50 different forms. 


END OPENING 
PRESS BOARD BINDER 


@ Double hinged cover folds under, affording greater 
freedom of operatian. Reavires little desk space. 
@ Two-piece construction provides flexible capacity. 


e prong fastener simplifies sheet changes. 

@ Light weight, has no protruding knobs or fittings... May 
be kept in desk drower or letter file... Handy to 
carry in envelope or portfolio. 


ELIZABETH CHICAGO © NEW YORK 


WILSON JONES Co. 


WILSON JONES CO. 
314 Broadway, New York City 


Please mail circular on New Convenience i 
Record Keeping. 


Name 
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| Our Stationer is: 
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The busy reservation clerks 
speed paper work with 
National Covers at A. A., 
La Guardia Field, New 
York. 


On the ground, as in the air, American 
Airlines, Inc. are generous users of NATIONAL LOOSE 
LEAF COVERS to keep records in order for quick index 
reference, constant change and ease in handling. Over 
the Route of the Flagships they know the value of LOOSE 
LEAF . . . and the qualtiy and stamina of NATIONAL 
COVERS. 


Just another way of saying... “buy NATIONAL”. You 
akin again eveileble. can depend on all NATIONAL LOOSE LEAF COVERS 
Ask for series 4800. for long life and permanent satisfaction. There’s a size 


and style for every need. 


AT YOUR STATIONER’S 

iv Si 
NATIONAL” BLANK BOOK COMPANY 


CHICAGO SAN FRANCISCO. 
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accounts receivables volume 
with fewer clerk 


The Kolect-A-Matic unit plan of 
handling account receivables with- 
out machine posting operations en- 
ables Luden’s, Inc., to keep abreast 
of all posting, credit and collection 
activities with fewer clerks than 
were required under the old system 
when annual volume was less than 
half of today’s. 

“Kolect-A-Matic did more than 
crack a man-power bottleneck for 
us’, says Mr. J. G. Albert, Luden’s 
Credit Manager, “It eliminated the 
need for costly posting machines. It 
ended the need to keep a cash book, 
as well as the continuing expense of 
high-grade ledger cards. All told, the 
new system has actually saved its 
Anstallation cost three times over in 
one year.” 

Under this Simplified Unit Invoice 
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UNITINVOICE PLAN 


Accounting Plan, machine posting is 
replaced by filing of invoice copies 
in visibly indexed pockets. These 
pockets constitute the ledger. They 
provide a “home” for each customer’s 
account in which complete data for 
effective credit and collection func- 
tions are always on hand. 

Vital facts are visibly charted by 
exclusive Graph-A-Matic Signals for 
fast, positive executive control. 

Unit grouping of customers’ ledger 


under individual operators pj 
motes maximum speed, accura 
and control in every phase of cred 
collection and accounts receival 
operations. 


%& FOR YOUR INFORMATI 
we have prepared a detailed stu 
showing the operation and results 4 
tained by Luden's with Kolect-A-Mal 
Ask our nearest Branch Office for 
copy of Systems Narrator 588. 


COPYRIGHT 1944 


SYSTEMS DIVISION 


REMINGTON RANI 


Buffalo 5, New York 
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The chipped teacup of the PATRIOTIC Mrs. Jones 


No matter who the guest— Mrs. Jones 
brings out her chipped teacup with no 
embarrassment. On the contrary, with 
a thrill of pride. 

Not very pretty, that chip. But it 
bears witness to the fact that Mrs. Jones 
has her nation’s welfare at heart. 

Mrs. Jones has given up all unneces- 
sary spending for the duration. By doing 
without — she is helping to fight inflation. 

Maybe she doesn’t know all the com- 
plicated theories about inflation. But 
she does know that her government has 
asked her not to spend. 

So Mrs. Jones is making all the old 
things do . . . not only that teacup. 
She’s wearing her clothes for another 
year—and another. 

And the dollars she’s not spending 
now are safely put away (and earning 
interest) for the peacetime years ahead. 
Then those dollars will buy things that 
can’t be had for any price today. 

If we all are like Mrs. Jones, there 
will be no inflation with skyrocket 


prices. If we all are like her, dangerous 
Black Markets cannot exist. 

A chipped teacup stands for all that 
... for a sound, secure U.S. A. 


7 RULES FOR PATRIOTIC AMERICANS 
TO REMEMBER EVERY DAY 


1. Buy only what you absolutely need. Make 
the article you have last longer by proper 
care. Avoid waste. 


2. Pay no more than ceiling prices. Buy 
rationed goods only by exchanging stamps. 
(Rationing and ceiling prices are for your 
protection.) 

3. Pay willingly any taxes that your country 
needs. (They are the cheapest way of pay- 
ing for the war.) 


4. Pay off your old debts—avoid making 
new ones, 


5. Don’t ask more money for the goods you 
sell or for the work you do. Higher prices 
come out of everybody’s pocket—including 
yours. 

6. Establish and maintain a savings 


account: maintain adequate life in- 
surance. 


7. Buy all the War Bonds 
you can—and hold ’em! 


Use it up...Wear it out... Make it do...Or do without 


A United States War message prepared by the War Advertising Council; approved by | the Office of War 


of America. 


Information; and contributed by this magazine in c 
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Subscription 


New York CERTIFIED PuBLIC 
ACCOUNTANT 


MONTHLY BULLETIN 


Three Dollars Annually 


Office of the 
NEW YORK STATE SOCIETY 
OF CERTIFIED PUBLIC ACCOUNTANTS 


15 EAST 41st STREET, NEW YORK 17,N. Y. 
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